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I. INTRODUCTION
A major concern to every person in the United States is
the availability of health care and how to pay for it. This
is especially true for the head of a family. In the civilian
community the household makes financial provisions for the
health care needs of the family by purchasing some form of
health insurance. The family man in the military is in the
rather unique position of not having to purchase health insur-
ance. He knows that his dependents can receive medical care
at the nearby military medical facilities at a nominal daily
cost for inpatient care and at no cost for outpatient care.
If his dependents do not live near a military facility, medi-
cal care can be obtained at the nearest civilian medical faci-
lity at a minimal cost for inpatient care, and, once a small
yearly deductible has been paid, for one-fifth the market cost
of outpatient care, through the Civilian Health and Medical
Program for Uniformed Services or CHAMPUS.
CHAMPUS is nearing the end of its eighteenth year of
existence. In that period of time over $3,095,000,000 has
been paid to the program's several fiscal intermediaries. Of
that amount, $1,8 27,000,000 was expended prior to the end of
Fiscal Year 1971. The remainder, some $1,268,000,000 was ex-
pended in the next three fiscal years.
In Calendar Year 1967, dependents of active duty and re-
tired members and retired military personnel submitted

approximately 178,000 claims for hospital and professional
services. By the end of Calendar Year 1974 the total number
of claims processed for that category had risen to more than
2,814,000. By the end of July 1974, the total number of claims
processed over the life of the CHAMPUS Program exceeded
20,727,000.
Most of the senior military and civilian officials of the
Department of Defense consider the CHAMPUS Program an important
factor in the recruiting and retention of career members of
the Armed Forces. With the advent of the "All Volunteer
Forces" concept its importance has become even greater. On the
other hand, critics of the program claim that it is misman-
aged, that people take advantage of it, and that the program
is too costly. They claim, and rightly so, that the average
sailor, soldier, or airman does not know about the program.
In addition, Congress has taken an interest in the CHAMPUS
Program. This interest, prompted by the rapidly rising costs
of health care, has placed the program in the so-called
"limelight."
This thesis will be the report of an indepth study of
the CHAMPUS Program. Much has been written about the various
health insurance plans and the HMO organizations. There have
been other studies on phases of the CHAMPUS Program, but one
cannot find in a single document a comprehensive description
of the interrelationships between the interacting forces

involved in this military dependents and retired personnel's
"health insurance" plan.
The legislative history of the program will be traced to
show how the military dependents' health care program evolved
from that of an emergency-care-only-in-military facilities
program to one of total enfranchisement. Indepth analysis of
Congressional intent and enactment of law will show the forces
involved in the struggle of the birth of the program and the
major changes it has undergone. The historical section will
be concluded by tracing changes in Department of Defense policy
as it pertains to the program.
The fiscal administrators and hospital contractors will
then be examined to determine their role in CHAMPUS. The pro-
cedures used by several of the fiscal administrators to process
claims will be examined to determine informational flows.
The organization of the Office of CHAMPUS will be reviewed
to determine the interactions of that office with the Depart-
ment of Defense, the fiscal administrators, and the beneficiar-
ies. The past and present budgeting concepts and procedures
will be studied and will show the different methods used by
the Services in presenting their CHAMPUS budgets. Congressional
actions will be reviewed to determine its interest in and
comments on the CHAMPUS Program. Lastly, the accounting system
utilized by the Office of CHAMPUS will be studied and attempts
to relate dollars spent to dollars budgeted will be made. Past
and present reports generated by the Office of CHAMPUS will be
10

examined with the goal of tracing the growth of the
program.
The conclusion will describe some of the major difficul-
ties encountered in accomplishing this study and will outline
areas in which further study is needed.
11

II- HISTORY OF DEPENDENT MEDICAL CARE PROGRAMS
A. THE LEGISLATIVE PROCESS IN PERSPECTIVE
1. Pre-Dependent Medical Care
In 1799 the "officers, seamen, and marines of the
Navy of the United States" began contributing twenty cents per
month to a fund to provide for their care when they became
sick or disabled [Ref
. 1] . A few years later, in 1811, another
law as passed that transferred the above contributions to a
special "fund for Navy hospitals." Provisions of this "Act
to establish Naval Hospitals" stipulated that officers, sea-
men, and marines on active duty or entitled to a pension would
be admitted to the Navy Hospitals thus established [Ref. 2]
.
Since the law stipulated only active duty persons could be ad-
mitted to these newly established naval hospitals, it must be
assumed that their dependents would have to obtain medical care
from civilian sources. It must also be assumed that the de-
pendent would have to pay all costs for such care.
In the Appropriations Act for the Army in 1884, the
United States Congress first recognized the need for medical
care for military dependents with the following proviso:
Be it enacted by the Senate and House of Represen-
tatives of the United States of America in Congress
Assembled: That the following sums be, and the same
are hereby, appropriated, out of any money in the
Treasure not otherwise appropriated, for the support
of the Army for the year ending June thirtieth, eight-
een hundred and eighty-five, as follows: ... For pur-
chase of medical and hospital supplies, expenses of
purveying depots, pay of employees, medical care and
treatment of officers and enlisted men of the Army on
12

duty at posts and stations for which no other provi-
sion is made, advertising, and other miscellaneous
expenses of the Medical Department
. . . Provided
,
That the medical officers of the Army and contract
surgeons shall whenever practicable attend the fami-
lies of the officers and soldiers free of charge,
and ... [Ref. 3]
But note the condition implied in the law, "at posts
and stations for which no other provision is made." It is
difficult to discover what is meant by this phrase but one
might read a meaning into it by recalling the times during
which it was written. In 1884, the Wild West was still being
settled. Several Indian uprisings were recorded during that
era. It would seem, then, that the proviso was aimed at
caring for the dependents of Army personnel stationed at
the scattered forts located in the West. Certainly one could
assume from historical data that there was a scarcity of sur-
geons and physicians in the West during this period. There
is nothing in this law pertaining to Navy or Marine Corps de-
pendents. One must assume that since these persons normally
lived in coastal towns and cities they would be expected to
continue to purchase their needed medical care from civilian
sources.
Fifteen years later, in a law titled "An Act to re-
organize and increase the efficiency of the personnel of the
Navy and Marine Corps of the United States," Congress stated,
in Section 13 of that law, that, "... commissioned officers
of the line of the Navy and of the Medical and Pay Corps
shall receive the same pay and allowances, except for forage,
13

as are or may be provided by or in pursuance of law for offi-
cers of corresponding rank in the Army ..." [Ref. 4] The Navy
interpreted this law to mean that medical personnel in the
Navy's Medical Department could treat dependents of Navy and
Marine Corps personnel in Navy medical facilities. Since this
Navy Department policy was geared to the Army Appropriation
Act of 1884, it must be assumed that Navy and Marine Corps de-
pendents could receive care only at those commands that had
naval medical facilities. The phrase "shall whenever practi-
cable" seems to be the guiding factor in determining when such
care would be provided. It would also seem that such care may
have been provided to only the dependents of officers since
enlisted men were not addressed in the Navy Personnel Act of
1899.
In 1943 Congress took action to lay out the first real-
ly specific rules pertaining to dependent medical care. In
Public Law 51, an act to expand Navy medical facilities,
Congress spelled out that dependent medical care in Navy
facilities would be provided "only if adequate care was not
available in an appropriate non-Federal hospital." Care to be
provided under those circumstances was "only for acute medical
and surgical conditions, exclusive of nervous, mental, or
contagious diseases or those requiring domiciliary care" [Ref.
5]. This act also defined, for the first time, the word
"dependent." A dependent was to include a lawful wife, an
unmarried dependent child under 21 years of age, and a- mother
14

or father of the member if they were in fact dependent on the
serviceman. Widows of deceased naval and Marine Corps person-
nel were entitled to the same care as were dependents. The
act further stated that outside the limits of the United
States, government employees and contractors and their depend-
ents would be eligible for emergency medical care provided
there were no adequate non-federal hospital facilities avail-
able nearby.
The act further specified that when naval facilities
are utilized by dependents, they would be required to pay a
per diem rate prescribed by the President. There is nothing
in this Act that includes, or excludes, members of the Army
and their dependents. The Act does state, however, that de-
pendents of Coast Guard personnel, when that unit was operat-
ing as a part of the Navy, were included among those persons
considered eligible to use Navy medical facilities. Thus,
prior to the end of World War II military dependents had re-
ceived the enfranchisement for medical care in military faci-
lities, albeit for limited purposes of emergency treatment for
acute conditions. It should be noted that this law permitted
dependents to receive inpatient care in military facilities
only if it were not available in the civilian community. One
must then assume that dependents were required to purchase
most of their medical care from civilian providers.
2. Dependent Medical Care - WWII to 1956
15

The Second World War saw the rapid expansion of the
Armed Forces and tremendous leaps forward in technology. The
field of medicine also benefitted as physicians learned new
techniques, the "wonder drugs" of the sulfa and penicillin
families came into use, and, in general, medical services pro-
vided to the sick advanced.
But, the military dependent could receive hospital
care in military medical facilities only for "acute medical
and surgical conditions." It was not until 1949 that the
Congress again addressed itself to the problem of dependent
medical care. In that year, Congressman Olin Teague of Texas
authored a bill which provided that unmarried widows and
children of deceased members would be authorized to receive
their medical care in medical facilities of the Uniformed Ser-
vices. This bill, and three others similar in nature, did
not get beyond committee status. In 1952, a bill authored by
Senator Herbert H. Lehman, was introduced to the Congress.
This bill would have permitted the wives and children of en-
listed personnel to receive maternity. and child care bene-
fits [Ref . 6]
.
The Defense Department advocated extending the bill to
include dependents of officers up to the 0-3 pay grade. Op-
position to this bill was led by the American Hospital Associa-
tion who felt that in the near future the majority of the
nation's population would be servicemen, veterans, or their
dependents. They voiced the fear that "we shall have
16

socialized medicine without necessity of specific legislation
for it" [Ref. 7] . The American Medical Association strongly
opposed the bill also. They objected to it "on the grounds
no emergency exists and communities can take care of these
families" [Ref. 6]
.
This bill was strongly supported by the American
Legion, the American Red Cross, and the Defense Department.
The American Legion testified that military installations
could provide maternity care for less than one-third of the
expected births in 1952. Defense officials testified that
military families would have 200,000 births in 1952 and that
maternity care could be provided for only 75,000 of them. The
American Red Cross indicated that it would be able to furnish
financial assistance to only 10,000 military families for
maternity care. The remaining families, it was implied, would
have to depend on charitable institutions, or worse, either
accept less-than-adequate care or no care at all.
In spite of the favorable testimony, the A.M. A. and
the A.H.A. views prevailed and the bill was not acted upon
prior to the end of the legislative year. In early 1953, the
Citizens Advisory Commission on Medical Care for Dependents
of Military Personnel referred to as the Moulton Commission
made its report to the Secretary of Defense. In it the Com-
mission expressed concern over inequalities of medical care
for dependents and recommended civilian doctors and hospitals
be used to supplement family medical care given at military
17

medical facilities [Ref. 8] . The Department of Defense pre-
pared legislation based on these recommendations and sent it
to Congress where it was sponsored by Senator Leverett
Saltonstall.
Major provisions of this bill required dependents to
pay the first $20 plus not more than 10 percent of the total
costs of care received at civilian facilities. Maternity
care, however, would be entirely paid for by the government.
Another section of the bill defined the term "members" of the
Armed Forces. There was to be three categories of members of
the Armed Forces. The first category included active duty
members of the Army, the Navy, the Air Force, the Marine Corps,
and the Coast Guard when it was serving as a part of the Navy.
Members of reserve components on active duty in excess of 30
days made up the second category and members in a retired or
retainer pay status comprised the third category.
• The bill also contained the provision that the Secre-
tary of Defense could contract with private insurance companies
for dependent care if it could be shown that such plans would
be more economical [Ref. 9].
In laying the groundwork for the introduction of this
bill, John A. Hannah, Assistant Defense Secretary, had previous-
ly testified before Congress that "it has been established
plainly that worry about the health of dependents and the
availability of adequate care for them in times of sickness
or accident has an adverse effect upon morale, particularly
18






Hearings on this bill were delayed because the
Defense Department had not submitted a cost estimate. No
further action was completed in that legislative year.
In January 1955, Congressman Carl Vincent introduced
a bill in the Committee on Armed Services that was essentially
the same as the Saltonstall bill. The bill was designed, ac-
cording to Defense Department officials, to equalize medical
care provided to dependents of Armed Forces personnel [Ref.
11].
As a counter-force to this bill, the Hoover Commission
of 1955 advocated the elimination of free hospital medical
care for dependents of all servicemen in the United States and
suggested a plan for a contributory health insurance system
for service families. The suggestion did state, however, that
the government would defray part of the cost. This purely
voluntary program had a slight catch to it. Those persons
who did not take out commercial health insurance would not be
eligible for care in civilian facilities. In addition, they
would be barred from inpatient care at military medical faci-
lities. The Commission's rationale was that the serviceman
had the right and privilege to accept or decline participa-
tion in the insurance program it had suggested [Ref. 12]
.
Opposition by the American Medical Association and
the effect of the publicity surrounding the issuance of the
Hoover Commission Report forced a revision in the Vincent
Bill. This revision resulted in an entirely new bill being
19

introduced into Congress. The new bill allowed dependents
medical care in military facilities as long as there was
space and staff personnel available. The medical care that
they could receive would be limited, as before, to treatment
of acute medical and surgical conditions. If space or staff
were not available, the dependent had to get a certificate
stating that fact and that care in civilian facilities was
authorized. The dependent would then have to share in the
costs of civilian care by paying the first $10 plus 10 percent
of the total cost for each illness [Ref. 13].
In August 1955, the Defense Department's dependent medi-
cal care bill was reintroduced into Congress. This year's
bill had essentially the same provisions as its predecessors
except it called for an insurance program in which the military
families contributed up to 3 percent of the monthly premium.
A family would not, however, contribute more than the maximum
of $3.00 per month. Another new option provided that if no
military medical facilities were available and the member de-
clined the insurance program, his dependents could get civi-
lian medical care. The serviceman would be required to pay
30 percent of the first $100 of hospital care and 15 percent
of the remaining costs. Outpatient care would cost the mem-
ber 3 percent of all costs incurred by his dependents [Ref.
14] . A dramatic change in the wording of this bill was the
exclusion of widows and children of deceased military person-
nel as eligible beneficiaries.
20

In early 1956 still another revised bill for dependent
medical care was introduced into Congress by Congressman
Vincent. This bill dropped the option that authorized care
in civilian hospitals on a payment plan partially subsidized
by the government. The bill would allow medical care for de-
pendents at existing medical facilities and provided the
opportunity for all military personnel to participate in a
basic health insurance plan for wives and children. Addi-
tional optional insurance policies would become available for
coverage of dependent parents and parents-in-law and for
coverage of long-term care diseases such as polio or tubercu-
losis [Ref . 15] . The basic insurance plan was to cost the
serviceman about $3.00 per month. The cost of the entire
premium of the optional policies, if purchased, would be
borne by the serviceman.
At hearings on this bill Defense officials stressed the
need for dependent medical care as an important morale factor.
At the same time these officials insisted that the Armed
Forces still wanted to give medical care to dependents at
military medical facilities, both as a historic responsibility
and as a necessity to the professional efficiency of their
physicians [Ref. 16].
By mid-February 1956, the House Armed Services Subcommit-
tee had finished its public hearings and went into closed
session to write a finished version of the bill. The final
version of the bill, when compared to the previous bills, was
21

considered as a very liberal bill. The bill, as reported by
the Kilday Subcommittee, contained the following important
provisions
:
a. Dependents would be classed as one of two cate-
gories, active duty or retired, without regard to the branch
of service of the military man.
b. The government must pay for group insurance for
a specific list of services for dependents of servicemen
who could not get such care in Defense Department or Public
Health Service medical facilities.
c. The government was to work out insurance coverage
for dependent parents and the dependents of retired and de-
ceased persons.
d. The dependents would have to pay the first $25 of
civilian inpatient hospital costs for each illness.
e. All government medical facilities would charge




Government medical facilities would be open to
all dependents regardless of the service affiliation of their
sponsor
.
g. Coast Guard dependents could utilize Defense
Department medical facilities and vice versa.
h. Government medical facilities could make a modest




i. Retired personnel may receive medical and dental
care at government medical facilities subject to the avail-
ability of space and staff.
The minimum care to be contracted from insurance plans
would be restricted to inpatient care and would include:
a. Hospitalization in semi-private accommodations
for not more than 3 65 days,
b. All necessary services and supplies,
c. Medical and surgical care incident to the
hospitalization,
d. Complete maternity care,
e. The required services of a physician or surgeon
before and after hospitalization for bodily injury or an
operation.
f. Diagnostic tests incident to hospitalization [Ref.
17].
This bill was rapidly approved by the House Armed
Services Committee and had passed the House of Representatives
by late February 19 5 6 [Ref. 18]. The Senate, however, had
different ideas. Their version of the dependents' medical
care bill eliminated eligibility for all dependents other than
the wives and children. It added Title III Reservists, who
had retired with less than eights years of active duty, to
the list of persons eligible for care in Defense Department
medical facilities. The Senate version further set as the
maximum limits of allowable care those limits which the House
23

had said should be the minimum. A final feature changed the
payment plan for civilian inpatient care to $1.75 per day
or $25.00, whichever was the greater amount [Ref. 19]. A
major factor that was considered, the Senate Armed Services
Committee reported, was the liberal medical care privileges
private industry was extending in its insurance plans and the
large increase in the number of dependents needing care which
had resulted in the overloading of some military medical
facilities [Ref. 20]
.
In early May 1956, the Senate had approved their ver-
sion of the bill and, by the end of the month, a Congressional
Conference Committee compromise bill had been approved by both
houses of Congress [Refs. 21, 22]. Presidential approval was
received in June. Public Law 8 4-569, the Dependents' Medical
Care Act, repealed the proviso in the Army Appropriations Act
of 1884 and portions of the Act of 10 May 1943 which pertained
to naval personnel. The Navy had stopped deducting money
from the pay of Navy and Marine Corps personnel in 1944 in
order to simplify accounting procedures although the Acts of
17 99 and 1811 had not formally been repealed.
By October 1956, the Defense Department had readied
its regulations to implement Public Law 569. Under these
regulations, dependents would be provided "Dependents
Authorization for Medical Care" cards naming the eligible
wife and children [Ref. 23]. Everyone was certain that this
law "... assures hospital care at all times to the wives
24

of active duty personnel. It removes one of the greatest
sources of worry to our servicemen and servicewomen around
the world" [Ref. 24]. Outpatient care was not, however,
addressed in this law. Such care, it must be assumed, had to
be obtained from civilian providers with the dependent paying
the full cost.
3. Dependent Medical Care - 1956 to 1966 .
One of the most controversial provisions of the De-
pendents ' Medical Care Act was that which allowed all mili-
tary dependents "free choice" in the selection of either mili-
tary or civilian hospitals for their inpatient care. This
provision, inserted into the law on the recommendation of the
American Medical Association, was the first to be attacked by
members of Congress. In 1958 the House Appropriations Com-
mittee directed that a limitation be placed on this provision.
They felt that military medical facilities "are not being
used to their optimum economic capacity [Ref. 25]." To stress
their concern they imposed a ceiling of $60 million on the
Fiscal Year 1969 Dependent Medical Care expenditures. The
Senate Appropriations Committee agreed with the House on the
spending limit. The full Senate, however, did not agree.
The appropriation act for that year for dependent medical
care was $12 million over the ceiling desired by the House of
Representatives. In the Joint Conference Committee, the
Senate action prevailed, but, at the insistence of the House,
25

the bill contained a warning that military facilities must
be more fully utilized [Ref . 26] .
In response to the congressional criticism the Secre-
tary of Defense issued a directive which ordered "rigid re-
strictions on the use of Medicare by dependents." The direc-
tive required dependents residing with their sponsors to
"utilize uniformed services medical facilities if available
and adequate [Ref. 27]." If such facilities were not avail-
able, the dependent had to receive a permit from the local
commander in order to obtain "authorized care from civilian
sources at government expense." The only exception allowed
to this requirement was for bona fide emergency conditions.
The directive further specified several types of medical care
which would no longer be considered as authorized benefits of
the Program. Those types of care which were eliminated were:
a. The treatment of fractures, dislocations, lacera-
tions and other wounds which were normally treated on an out-
patient basis.
b. Termination visits made to a physician's office
prior to final discharge from his care.
c. Pre- and post-surgical tests and procedures which
were normally accomplished as an outpatient.
d. Neonatal visits for "well baby" checkups.
e. The treatment of acute emotional disorders.
f. All elective surgery including non-acute ton-
sillectomies, hernias, and interval appendectomies.
26

Other congressional action in 1958 amended Title 10
of the United States Code. Chapter 55 was amended by the
insertion of a statement of purpose into the law. After the
amending action the statement read, in part, "... to create
and maintain high morale in the uniformed services by provid-
ing an improved and uniform program of medical and dental
care for members and certain former members of those services
and for their dependents." Congress also added a sixth cate-
gory of authorized care. This amendment allowed inpatient
care for up to one year for "special cases" of nervous, men-
tal, or chronic conditions. These "special cases" could not,
however, include domiciliary care [Ref. 28],
In Fiscal Year 19 60, the Dependent Medical Care bud-
get requested by the Department of Defense and approved by
Congress was $88.8 million [Ref. 29]. In addition, all of
the services eliminated in October 1958 were fully restored
as of 1 January 19 60. The Medicare Permit was retained, but
was given a new name. It was to be known as a Non-Availability
Statement [Ref. 30]. By mid-1960 it was apparent that the
costs of the Dependent Medicare would continue to rise. The
size of families was growing rapidly and the costs of medical
care in civilian facilities was rising at a rapid rate [Ref.
31] . During Fiscal Year 1961, the number of eligible family
members would exceed 3.74 million, more than 200,000 above
the level of eligible persons in 1959. Projected population
figures for Fiscal Year 1962 would add another 80,000
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persons to the list of those eligible for dependents medical
care [Ref . 32]
.
An important area of contention between Congress and
the Defense Department during this time period involved the
question of programming of dependent care facilities in new
military medical facility construction. The Secretary of
Defense, in 19 61, had ordered the elimination of such features
from the plans of future medical facilities [Ref. 33]. By the
middle of 1962 he had rescinded his order because of the im-
pact that their elimination would have had on the overall
cost of the Dependent Medical Care Program [Ref. 34]. Through-
out the latter part of 1963 and the early months of 1964, both
the Department of Defense and Congress completed several
studies of the Dependent Medical Care System. The primary
concern of these studies was the lack of medical care for
retired personnel and their dependents. The 1956 law allowed
retired persons to obtain medical care in military facilities
on a "space available" basis. It did not permit them to use
civilian medical facilities other than at their own expense.
The rapidly growing number of retired persons and dependents
had resulted in creating a heavy demand on the already crowded
military medical facilities. In response to this demand, and
as a result of numerous studies, the Defense Department sent
a proposal for retirees medical care to Congress in June 1964.
Congress, the proposal declared, had a "moral obligation"
based on historical precedents and other considerations to
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"endorse government sponsored medical plans for retired per-
sons." The Defense proposal suggested four possible solu-
tions to the problem.
a. Congress could extend the provisions of the
Dependent Medical Care Act of 1956 to include the retired
population. The retirees deductible payments would be $100
or even $150 versus the $25 that active duty persons paid.
b. Congress could direct that all retired care would
be at military facilities only. Such care would be on the
basis of a priority system; those retired with 3 or more
years of service or for medical disability would receive the
highest priority.
c. Congress could initiate a special type of Federal
Employees Health Insurance Plan. This plan would offer sever-
al choices: a government-wide benefits-in-kind program, a
government-wide indemnity plan, employees' organizations plans
(group practice plans) , or a combination of the best features
of all of the plans.
d. The last proposal was a combination of the first
two proposals and would permit the military to program 10
percent of all hospital beds in new construction for retired
use. The remainder of the retirees and their dependents could
use the Dependent Medical Care System [Ref . 35]
.
A special House Armed Services Subcommittee under
the chairmanship of Congressman L. Mendel Rivers, in its
report to the House of Representatives on the Utilization of
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Military Medical Facilities stated that the government did
indeed have an obligation to provide medical care to mili-
tary personnel and to their dependents. The report, issued
in the latter part of 1964, further declared that in the
future, hospital beds should be "programmed on estimated work-
loads in all categories of personnel eligible for care [Ref.
36]." This last statement is a little ambiguous since another
recommendation in the report required that no beds or in-
patient facilities should be programmed for retired persons
or their dependents. The committee's report also stated, "it
is clear to the subcommittee that in future years a major por-
tion of care must come from civilian facilities if it becomes
governmental policy to provide such care."
As a result of the studies and special hearings on
dependent medical care, three separate bills were introduced
in Congress in the early months of 1966. One of the bills
was for medical care for retirees and their dependents. It
would require eligible persons to pay 25 percent of all medi-
cal care costs. It also contained a provision that made the
wives and children of deceased military persons eligible for
medical care. Another important provision of this bill
specified that all retirees would lose their eligibility for
such medical care at age 65 when they would become eligible
for the Social Security Medicare System. If for some reason
they did not qualify for Social Security benefits, they would




A second bill provided for care of handicapped child-
ren of active duty personnel. Types of care which would be
authorized included residential care for training, rehabili-
tation, and special education for the moderately, severe, and
profoundly retarded or seriously physically handicapped child-
ren. The serviceman would pay between $25 and $250 per month,
depending on his rank, as his share of the total cost of such
care.
The third bill introduced was to provide outpatient
medical care for dependents of active duty personnel. If this
care was obtained from civilian facilities, the serviceman
would pay 20 percent of the total cost. Outpatient care would
be free on a space available basis, as it had been for many
years, in the military medical facilities. This particular
type of benefit had been considered by Congress during the
enactment of the 1956 law but was not included in the final
version of that law because, as Secretary of Defense Cyrus
Vance later explained:
Inclusions of such benefits was not a common
practice in group health plans then being offered
by industry and labor.
Many types of cases which ten years ago would
have been treated on an inpatient basis are now
treated on an outpatient basis. Another significant
development during the interim was the establishment
of the Federal Employees Health Benefits Program,
under which the dependents of civilian employees of
the Government receive civilian outpatient care.
It is clear that while the practice of medicine
has changed and the benefits, including outpatient
coverage offered by most health plans have been
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expanding rapidly, the benefits provided under the
Dependent Medical Care Program have remained frozen
at the 1956 level [Ref. 39].
After several days of hearings, the House Armed
Services Committee reported to the House of Representatives
a single bill that encompassed the provisions of the three
original bills and included several provisions that were en-
tirely new. One of the new provisions authorized Title III
retirees to receive care in the "retired medical care" cate-
gory of benefits. Another provision required the Department
of Defense to program five percent of all beds for the use of
retirees in any future medical construction. Still another
provision would require the government to pay the same amount
for civilian care for dependents of retired personnel as for
dependents of active duty personnel. Stated another way, this
provision meant that the retirees would have the same deducti-
ble and co-payment requirements that active duty personnel en-
joyed. There was also a formula under which dependent medi-
cal care would never be less than the high option of health
benefits under the Social Security Medicare Plan as of the
first of July of the year of enactment.
The bill also contained formulas for calculating the
percentage of medical care costs which would be paid by the
serviceman for treatment under the handicapped portion of
the bill. These formulas assured the active duty man that
payments he would be required to make for that type of care
would not exceed one-fourth of the toal combined contribution
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of the government and himself. Retirees, through a special
saving clause, were assured that they would continue to re-
ceive whatever benefits they were entitled to prior to reach-
ing age 65 , even though they would also be covered by the
Social Security benefits [Ref. 40].
In reporting the bill, Congressman F. Edward Hebert,
chairman of the subcommittee that rewrote it, told the House
that this bill would "give members of the uniformed services
a singularly lifelong program of medical care for themselves
and their families, and as such it is a foundation on which
the military services can build an improved record of career
retention." He also stated that the committee "believes that
the program will make a great contribution to the morale of
our military . . . who will have the assurance that their
families, no matter where they reside, will receive first
class medical care at the very minimum of cost [Ref. 41] ."
The first witness to appear before the Senate Armed
Services Subcommittee when it began its hearings in June 1966
was Senator Robert Kennedy. He offered an amendment that
provided for broader coverage and benefits for handicapped
dependents, for the inclusion of well-baby care, for psychia-
tric services for mentally ill persons, and authorized immuni-
zations and physical examinations for dependents who were
to accompany the serviceman overseas [Ref. 42].
Although many other witnesses spoke in favor of
Senator Kennedy's amendment and in favor of the House bill,
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the Senate Subcommittee severely cut the House version.
The Senate version delayed the effective date by one full
year, provided for a higher cost-sharing formula, and dropped
the retired person's eligibility for Dependent Medical Care
when he reached age 65. The cost-sharing formula desired by
the subcommittee specified a $50 deductible per person,
with a family maximum deductible of $100, plus 20 percent of
all additional costs for outpatient care for dependents of
active duty personnel. Retired persons and their dependents
would have to pay the first 25 percent of all of the costs
of civilian medical care that they received. The eligibility
of Title III retirees and the requirement to program beds in
military medical facilities for retired persons were also
eliminated in the Senate's bill. Their version of the bill
did, however, broaden the handicapped program passed by the
House by adding mentally retarded or physically handicapped
wives to the list of persons eligible to receive specialized
care. Eligible persons could also receive eye examinations
in military medical facilities under still another provision
[Ref . 43] .
The two versions of the bill went into Joint Confer-
ence Committee in mid-September 1966. By the end of the month,
the final version of what would come to be known as the
Military Medical Benefits Amendments of 1966 had been approved
by both houses of Congress [Ref. 44]. These amendments and
the Dependent Medical Care Act of 1956, as codified in Title
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10, Section 1077 to 1086, United States Code, form the basis
of all dependent care as it is known today.
B. DOD INTERPRETATION OF THE LAW
The first Defense regulations on the new dependent medical
care program or, as it was now titled, the Civilian Health
and Medical Benefits Program for the Uniformed Services
(CHAMPUS) was a complex document. The regulations required
the inclusion of certain specific data on all dependent and
retired personnel's identification cards. It outlined the
separate systems for claims submissions. Claims could be pro-
cessed in one or more ways depending on the type of inpatient
or outpatient care received. For inpatient care the dependent
was required to complete certain parts of the claims forms at
the hospital and the hospital would take care of completing
the claim and submitting it to the designated fiscal agent.
For outpatient claims the process was not so simple. The
dependent had to pay all of the charges up to the deductible
limit. If, however, a payment to a health care provider ex-
ceeded the deductible, the dependent had to submit a claim to
the proper fiscal agent (each state had a different one) with
all receipted bills substantiating that the deductible limit
had been paid attached to the claim form. The fiscal agent
would then furnish the dependent with a certificate that
stated that the deductible had been met. By presenting this
certificate the next time they needed outpatient care, the
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dependents would have to pay only 20 percent of the total
cost of such care. The provider of the care would then sub-
mit a claim to the proper fiscal agent who would pay the
government's share of the total cost [Ref. 45].
The expanded program had been in effect for less than a
year when Congress and the Defense Department began consider-
ing changes to it. One of the important initial changes per-
mitted the use of "private-profit" facilities for treating
mental and physically handicapped dependents [Ref. 46]. A
Department of Defense policy ruling stated that facilities
that discriminated in admissions or treatment of patients
"on the basis of race, color, or national origin" were no
longer considered as eligible providers of care [Ref. 47].
Another policy statement included therapeutic abortions and
sterilization procedures as a CHAMPUS benefit [Ref. 48]. One
of the more liberal policy rulings pertained to the billing
procedures to be used by providers of orthodontic care for
physically handicapped dependents. Other policy statements
and regulation changes which benefited dependents were the
inclusion of payments for the cost of specialized equipment
prescribed by a physician as being necessary to properly
treat a dependent, for the services of assistant surgeons,
anesthesiologists, private duty nurses in special instances,
podiatrists, and psychologists, for routine dental care for
expectant mothers when so ordered by a physician, and for the
cost of treating alcoholism, obesity, and drug addiction if
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such care was received while in an inpatient status [Refs.
49, 50, 51, 52, and 53]
.
A recent change was made to allow the handicapped de-
pendents of Vietnam war dead to continue their care until
age 21 or until they otherwise cease to be eligible for such
care. The change applied to those dependents who were in-
volved in a program of special care at the time of the
serviceman's death [Ref. 54].
More recently, there have been several policy changes
which have not benefited the dependent. One of these stated
that non-availability statements would not be issued to expec-
tant mothers who wanted to use natural childbirth procedures
unless the military medical facility did not use that proced-
ure [Ref. 55] . Another policy change required that orthodon-
tists return to monthly billing procedures from the quarterly
procedures that had been instituted a year before [Ref. 56].
One of the latest policy changes reduced the allowable bene-
fits that a handicapped child could receive in the area of
treatment termed psychotherapy [Ref. 57].
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III. THE CHAMPUS ORGANIZATION
The administrative functions of the Dependent's Medical
Care Program had been, since its inception, assigned to the
Office of The Surgeon General of the Army. In late 1971,
however, the Congress expressed its displeasure at the manner
in which the program administration was being handled. They
directed that the Office of the Secretary of Defense should
take a more active role in that function. As a result, the
Assistant Secretary of Defense (Health and Environment) was
named to direct the Dependents Medical Care Program. Although
that office became the titular head of the program, the
actual administration continued to be accomplished by an Army
Medical Officer from the Army Surgeon General's office.
The Office for the Civilian Health and Medical Program
of the Uniformed Services (OCHAMPUS) is physically located on
the grounds of the Fitzsimmons Army Medical Center, Denver,
Colorado. It is currently situated in two converted barracks-
type buildings. The OCHAMPUS staff is primarily composed of
civilian personnel although there are eighteen military offi-
cers currently assigned to duty there. A memorandum from
Deputy Secretary of Defense [Ref. 58] dated 4 December 1974
on the subject of CHAMPUS stated that these military billets,
six Army, five Navy (includes one Coast Guard officer) , and
seven Air Force, would be civilianized. It is anticipated
by the Acting Deputy Director that the civilianization will
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be accomplished through normal attrition, that is, as the
military officer assigned to the position is detached, the
replacement will be a civilian.
In the same memorandum it was specifically stated that
"The Director of OCHAMPUS shall be a civilian selected by the
Assistant Secretary of Defense (Health and Environment)." The
last designated Director of OCHAMPUS departed the command in
mid-1974. Since that time an Air Force Medical Service Corps
Colonel has been Acting Director and the Acting Deputy Direc-
tor has been a Navy Medical Service Corps Captain. The civi-
lian Director of OCHAMPUS, when named, is expected to be given
a Civil Service GS-17 grade.
Prior to 1 July 197 2, the Director of OCHAMPUS reported
directly to the Surgeon General of the Army who, in turn,
reported, for CHAMPUS related matters, to the Assistant
Secretary of Defense (Health and Environment) . The present
chain of command is direct to OASD(H&E). It is direct except
that OASD has established an Office of CHAMPUS Policy to which
the Director of OCHAMPUS actually reports for most situations.
The exception to this reporting path relates to the flow of
funds. The funds used for the CHAMPUS Program previously came
from the user services, i.e., the Army, Navy, Air Force. Now
that the CHAMPUS appropriation is one of a few monitored and
controlled directly by DOD , its funds come to OCHAMPUS from




As can be seen from the OCHAMPUS Table of Organization,
Exhibit 1, the Director of OCHAMPUS has five offices which
report to him in an advisory capacity. He also has four
Directorates which carry out the operational aspects of the
CHAMPUS Program [Ref . 59]
.
A. OFFICE OF THE MEDICAL AND THE DENTAL ADVISOR
These offices provide advisory services on extended care
and handicapped treatment cases. They also advise the Direc-
tor on, and review performance of, Utilization and Peer Review
activities of CHAMPUS contractors. They maintain contact
through the respective professional medical and dental staffs
that the contractors maintain.
B. OFFICE OF THE LEGAL COUNSEL
The Legal Counsel examines, for legal sufficiency, all
contracts with fiscal administrators for hospital and physi-
cians' services. These examinations include all modifications,
supplementary agreements, advance payment agreements, termina-
tion notices and all related contracting and procurement
documentation. He also insures compliance with all applicable
provisions of law, the Armed Services Procurement Regulations,
and all procurement directives of higher authority. He ad-
vises the Director on all legal questions involving interpre-
tations and monitors cases involving suspicion of fraud. He
represents the Director in all legal matters requiring coordi-
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C. OFFICE FOR PROGRAM ANALYSIS
This office is the primary study group for the CHAMPUS
Program. It is tasked with ongoing investigations of poli-
cies and procedures of the program with an objective of pro-
viding optimum service to the program beneficiaries at the
minimum cost to the government.
D. OFFICE OF ADMINISTRATIVE SERVICE
This office provides logistic and administrative support
for OCHAMPUS staff entities. The General Services Branch
provides mail and messenger services and processes all in-
coming and outgoing correspondence. This branch also oper-
ates the records management program, carries out the supply
functions for the command, and arranges for the maintenance
of equipment and the OCHAMPUS buildings. The Reproduction
and Housekeeping Branch provides all of the reproduction
services to the command and obtains the necessary janitorial
services for the OCHAMPUS buildings. The Stenographic Branch
provides stenographic and clerical services to the command.
They have recently installed a word processing system which
involves a telephonic-call-in dictation machine. The tapes
from these machines are transcribed by typists on magnetic
cards which are then used to prepare smooth originals. This
system allows the on-site inspectors to phone in their re-
ports from a hotel room while the information is fresh on
their mind. By the time they arrive back at OCHAMPUS, the
finished report is on their desk ready for their signature.
42

E. DIRECTORATE OF HEALTH SERVICES
This Directorate is primarily concerned with the benefits
available under the Program for the Handicapped. The Handi-
capped Services and Hospitalization Review Division acts on
claims and requests for benefits for patients with moderate
and severe mental retardation and for patients with serious
physical handicaps, other than those of a dental nature. It
reviews and approves or disapproves applications for extended
hospitalization in excess of 90 days. Such cases involve
patients with a diagnosis of some type of chronic condition,
or a nervous, mental, or emotional disorder which falls under
the provisions of the Basic CHAMPUS Program.
The Health Resources Information Division maintains a
registry of information, including location, cost, and ser-
vices provided for the use of handicapped children and other
persons requiring specialized care. Sponsors, upon request,
can obtain information on specialized care facilities for a
given area which can provide the specific care required for
an eligible dependent. This division also conducts on-site
evaluations of the specialized care institutions to investi-
gate complaints, to ascertain the quality and appropriateness
of care, to ascertain the adequacy of staff and plant, and to




F. DIRECTORATE OF MANAGEMENT SERVICES
The Management Services Directorate acts as a Management
Information Systems Office and provides management information
on a timely basis to all managerial elements of the OCHAMPUS
staff. The Statistics Division provides statistical analy-
sis of available data and recommends reporting formats for
planning and reporting purposes. This division also makes
recommendations concerning the inclusion of those items of
data considered as essential for the OCHAMPUS data base. The
Data Automation Division, through its Systems Design Branch/
designs data automation systems and writes and maintains all of
the OCHAMPUS computer programs. The Design Branch also per-
forms feasibility-of -automation studies for various OCHAMPUS
elements. The Computer Operations Branch operates the IBM
360/3 computer and peripheral equipment. It provides key-
punch support, maintains input and output controls, and man-
ages the computer tape library. This last function entails
the inventory control of approximately 1,400 reels of taped
programs and data.
G. DIRECTORATE OF LIAISON ACTIVITIES
This Directorate is charged with the development of an
ongoing program of providing up-to-date CHAMPUS Program in-
formation to beneficiaries, to providers, to fiscal adminis-
trators, to hospital contractors, and to the several uniformed
services. It also investigates and responds to complaints,
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inquiries, and requests for assistance. The Service Liaison
Representatives, a division of this Directorate, maintain
liaison between OCHAMPUS and their respective services. They
represent their service's interest to OCHAMPUS and advise and
assist CHAMPUS Advisors and Health Care Counselors. They al-
so provide assistance to other elements of the OCHAMPUS staff
in handling inquiries, complaints, and requests. These re-
presentatives prepare special studies for their respective
services when required or directed to do so.
The Inquiries Division's primary function is to investi-
gate and respond to complaints and requests for information
received from all sources. Another one of their functions
is to submit requests to the services for eligibility deter-
minations in questionable cases and to provide to fiscal
administrators and sources of care all information concerning
terminations of eligibility. The Public Affairs Division, in
cooperation with the DOD information agencies, develops and
manages a CHAMPUS information program. This program provides
information on CHAMPUS benefits and eligibility requirements
to all interested persons. They also recommend and coordinate
public appearances by OCHAMPUS staff members and prepare or
assist in the preparation of the member's speeches. They
provide clearance for all other speeches and articles prepared
by staff members and coordinate the presentation of CHAMPUS
exhibits at national and local conventions.
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H. DIRECTORATE OF CONTRACT MANAGEMENT
The Contract Management Directorate is responsible for
all matters pertaining to contracts, except for legal matters.
The Director of Contract Management exercises authority as the
OCHAMPUS Contracting Officer for the United States Government.
The Contract Administration Division has as its primary re-
sponsibility the administration of contracts, the development
of workload data, budget estimates, and the representation of
OCHAMPUS on all financial matters. They conduct on-site re-
views of contractor operations. In this function they are
primarily concerned with the adherence to established policy
and the adequacy of service. They also monitor contractor
operations through reviews of monthly claims activity reports.
The Contract Operations Division maintains liaison with
the contractors, advises them on matters of policy and pro-
cedure, and performs monthly audits on selective samples of
claims paid to determine accuracy of the contractor's claims
processing procedures. This last function is accomplished
with the assistance of the OCHAMPUS computer which generates,
randomly, a series of claims numbers. The contractor is noti-
fied of these numbers and is requested to send the hard-copy
claims to OCHAMPUS for review. This division also verifies
contractor invoices prior to payment. They also maintain
liaison with several associations and agencies which are in-
volved in prepayment drug plans and perform administrative,




The Finance and Accounting Division certifies disburse-
ment vouchers, controls all funds, maintains journals and
ledgers, and prepares the financial reports. The actual




IV. CLAIMS PROCESSING - FISCAL ADMINISTRATORS
A beneficiary's first contact with the CHAMPUS system
occurs when they present themselves for treatment to a parti-
cipating, qualified provider. The beneficiary presents the
provider with a copy of DD Form 1251, Statement of Non-
Availability, issued by the local military medical facility
if they are seeking inpatient care [Ref. 60]. In return, the
provider, depending on the type of care being provided, has
the beneficiary complete applicable portions of one of the
following forms:
a. DA 18 63-1, Request for CHAMPUS Payment - Hospitals
(Exhibit 2)
.
b. DA 1863-2, Request for CHAMPUS Payment - Other Than
Hospitals (Exhibit 3)
.
c. DA 1863-3, Request for CHAMPUS Payment - Program for
the Handicapped (Exhibit 4)
.
d. DA 1863-4, Request for CHAMPUS Payment - Pharmacies
(Exhibit 5) .
The beneficiary is responsible for the completion of items
one through thirteen on these forms. Items one through six
pertain to patient identification data including identifica-
tion card number and the effective beginning and ending dates
for eligibility. Items seven through twelve pertain to the
identification and duty station of the service member. Item




SERVICES AND OR SUPPLIES PROVIDED BY CIVILIAN HOSPITALS




;- SECTION I (~To be completed by patient or other reaponatble family member Plrvte print or type)
SERVICE MEMBER OAT*
name (laat. tin 2. OATE OF NAME OF SPONSOR (laat. Urmt. middle initial)
1 AOORESS (Include Zip Code)
10 organization ano OUTT STATION (Home Port for S hipa ) (Addreem lor Retired)
4 PATiENT is A (Chock one)
'" SPOUSE <*> OAUCHTER ,J1 SON '•' RETiREE
S lOENl
CARD NO
iFiCATrON Caro CDD Form 1173, DD Form 2 or PUS Form 1866-3)
MONTH DA T YEAR
EFFECTIVE DATE
EXPIRATION DATE
' t SPONSOR'S OR RETIREE'S BRANCH OF SERVICE
1 |'» USA <*> USAF Qui USMC <<) USN
I 1 '»' U5CG '•» USPNS CZ) 171 ES**




[ 1<31 OUTPATiEN 12 STATUS
I l"1 ACTIVE OUTV CU'2) RETIREO LZI' 31 DECEASEO
II CERTIFICATION
I certify to the best of my knowledge and belief the above information in Section I is correct. To the extent that I have authority
to do so I hereby authorize the release of medical records in this case to both the contractor and the Government.
If a RETIRED MEMBER or dependent of a retired or deceased member, I certify that to the best of my knowledge and belief, that
(Check appropriate box) (Delete portion in parenthesis not applicable)
__ (1 am not) (the patient is not) enrolled (neither is sponsor) in any other insurance, medical service, or health plan provided by
'—
' law or through employment.
r
—
| (I am) (the patient is) enrolled (so is sponsor) in another insurance , medical service, or health plan provided by law or
1
— through employment, however the particular benefits claimed on this form are not payable under the other plan.
Name (print or type) (Relationship to Patient)
i SECTION II (To be completed by Source of Care) '/;
NO ACC.RESS OF MOSP (Include Zip Code)
21 NAME OF ATTENOING OR ADMITTING PHYSICIAN OR OENTlST
L~) ID A COMPLETE BILLING
OR PARTIAL BILLING (Check appropriate box)




I ) 121 OUTPATIENT
IS DISPOSITION OF PATIENT
(11 REMAINING <2) DISCHARGED Qui OECEASEO
I*. INCLUSIVE DATES OF CARE
MONTH SAX
22 OiAGNOSiS (Use standard nomenclature)
[~~]
I II MENTAL Q^l CHRONIC
26 PROCEDURES (List by date, surgical operation performed)
ITTENOING PHYSICI-
I certify thai (Complete appropriate apace(a) )
t>. Services were necessary for treatment of a bonaflde medical
emergency
b Days PRIVATE ROOM ci'e billed on this claim were rehired
for proper cere and treatmenl of the patient.
c .Days
'
hours PRIVATE DUTY NURSING CARE billed on this






b. (A^e-Semi- Private Rate)







h. ANESTHESIA SERVICES (By hospital employee)
3« CERTIFICATION OF SOURCE OF CA
1 certify that
The amounts claimed in Item 28 are true and correct and do not
exceed those charged the general public for like services.
Except fur the amount shown in Item 50 no claim for payment fo
ervic*! inr iurfed in the statement and authored under the Cl<
Health anj Medical P.ogram of the Uniformed Services will be r
upon Ibc fi'iem or sponsor
LABORATORY SERVICES
' SERVICES
DRESSING ANO CAST SERVICES
1. DRUGS AND MEDICATION SERVICES
OTHER SERVICES (Specify)
n TOTAL CHARGES THIS STATEMENT FOR CAPE *UTMOni!EO
10 (PAID BY) OR IDUE FROM1 PATIENT fCroam out one)
OR AUTnORtlEO REPRESENTATIVE II DUE » ROM GOVERNMEN
NCE 'ITEM 2% LESS 10 ANO SI 1
lltul n,aktng ol a faUe or ttaudu





(Pleas* check form for completeness to eliminate delay in processing)
The sponsor, patient or responsible family member will be required to complete Items 1 through 13 of this claim form, and the Source
of Care will complete the remainder of the form. The completed claim will then be forwarded to the appropriate fiscal administrator for
processing.
SECTION I
INSTRUCTIONS FOR COMPLETION OF ITEMS BY PATIENT
ITEM 22. DIAGNOSIS. Use standard nomenclature. Also, check
applicable block if diagnosis is mental or chronic.
ITEM 5. IDENTIFICATION CARD. If the DD Form U73 is
used, the Effective Date is located on the reverse side of the
card in block 15 b. The Expiration Date is located on the front
side of the card in block 3.
If DD Form 2 (Ret) or PHS Form 1866-3 (Ret) is used, the Ef-
fective Date is located on the reverse side of the card in block
entitled DATE OF ISSUE. The Expiration Date is located on
the front of the card in the block entitled EXPIRATION DATE.
ITEMS 23. 24 and 25 Contractor use only.
ITEM 26. PROCEDURES. Enter all surgical operations performed.
ITEM 27 RELATED AUTHORIZED ADMISSIONS Enter admis-
sion and discharge dates for all periods of hospitalization during
period of care (Item 19) covered by this statement.
ITEM 6. BASIS FOR CARE-ACTIVE DUTY DEPENDENTS ONLY
OUTPATIENT CARE -Spouses and children of active duty per-
sonnel may elect to obtain OUTPATIENT care from either civil-
ian or uniformed services facilities. (Prenatal and postnatal care
are considered part of maternity care.)
INPATIENT CARE -Spouses and children of active duty per-
sonnel who reside APART from their sponsor may obtain INPA-
TIENT care from either civilian or uniformed services facilities.
Spouses and children of active duty personnel who reside WITH
their sponsor must obtain INPATIENT care including MATER-
NITY care from uniformed services medical facilities unless the
care is provided under emergency conditions or on a trip If these
exceptions do not apply, care from civilian sources at Government
expense may be obtained within the United States & Puerto Rico
ONLY if a Nonavailability Statement (DD Form 1251), indicating
that the required care is not available from a uniformed services
medical facility located within a reasonable distance of the pa-
tient's residence, is attached to this claim.
DEPENDENT PARENTS AND PARENTS-IN-LAW are NOT au-
thorized civilian medical care ai Government expense under any
circumstances.
ITEM 8. SERVICE NUMBER OR SOCIAL SECURITY NUMBER.
The sponsor's service number or social security number is loca-
ted in block 12 of the dependent's DD Form 1173.
ITEM 10. ORGANIZATION AND DUTY STATION. Active duty
dependents enter the present duty assignment of sponsor. Re-
tired and dependents of retired enter residence of Retiree. De-
pendents of deceased leave blank.
ITEM 13. CERTIFICATION
If an authorization in addition to that contained m the execu-
ted certificate in Item 13 is considered necessary for the release
of medical records pertinent to the care furnished, then the source
of civilian medical care should obtain the same.
The Law (10 U.S.C. 1086(d)) provides that no benefits under
this program may be provided to a retired person or the dependent
of a retired or deceased member enrolled in any other insurance,
medical service or health plan provided by law or through employ-
ment unless that person certifies that the particular benefit he is
claiming is not payable under the other plan.
The certificate will be signed by the retiree, dependent receiv-
ing care when 18 years of age or over, sponsor or other responsi-
ble family member
SECTION II
INSTRUCTIONS FOR COMPLETION OF ITEMS
BY SOURCE OF CARE
ITEM 28. AUTHORIZED SERVICES. Enter only information rel-
ative to type of service or services authorized under the Civilian
Health and Medical Program of the Uniformed Services for which
this statement is being submitted.
ITEM 29. TOTAL CHARGES. Enter total of the authorized ser-
vices furnished, as shown in Item 28.
ITEM 30. PAID BY OR DUE FROM PATIENT. (Enter patient's
liability.)
a. Dependents of active duty personnel.
(1) INPATIENT CARE - The first $25.00 of the hospital
charges or SI. 75 per day, whichever amount is greater. No charge
for services of professional personnel.
(2) OUTPATIENT CARE - For authorized outpatient care
claimed during a fiscal year (1 July through 30 June) (or only one
family member, the patient (or sponsor) must pay the first S50.00
of the charges. If benefits are claimed for two or more members
of a family group, the patient (or sponsor) must pay the first S100
of the charges. After the deductible has been met, the patient
will pay 20% of all charges incurred for authorized outpatient care
for the remainder of the fiscal year.
b. Retired personnel
deceased personnel.
and their dependents and dependents of
ITEM IS. Contractor use only.
ITEM 16 STATEMENT. Check applicable block to reflect ap-
propriate type of statement being submitted.
(1) INPATIENT CARE - 25% of hospital charges and fees
of professional personnel.
(2) OUTPATIENT CARE - The patient or family group will
be required to pay the same deductible as is applicable to depend-
ents of active duty personnel. Thereafter, the patient or family
group will be required to pay 25% of any expenses incurred for au-
thorized outpatient care (or the remainder of the fiscal year.
ITEM 31. DUE FROM GOVERNMENT. Hospitals will enter the
amount due from the Government taking into consideration the rate
agreements with contractors when such agreements exist.
ITEM 32. VARIANCE. MUST be completed for those hospitals
which have rate agreements with contractors.
ITEM 33. CERTIFICATION OF SPECIAL CIRCUMSTANCES.
Enter figures required, or check blocks as appropriate for the
patient being treated. To be payable, claims covering author-
ized care furnished to a hospitalized inpatient in a medical facility
which does not meet the definition of "Hospital" under the Pro-
gram must show that treatment was a bonafide medical emergency
by checking the block, Emergency. The block. Other. Specify,
will be utilized, with a short specific statement included, when
an additional certification not listed is required. The attending
physician or dentist must sign the certificate prior to submission
of the claim for payment.
ITEM 34. CERTIFICATION OF SOURCE OF CARE.





SERVICES AND/OR SUPPLIES PROVIOED BY CIVILIAN SOURCES
(EXCEPT HOSPITALS)
CIVILIAN HEALTH AND MfDICAL HOQIAM OF THE UNIFOtMfD SitVICES |CHAM»US|




Pteaee punt or type
PATIENT DATA
I . NAME ftatt, lint, middle initial} 2. DATE OF S1RTH
3. ADDRESS (Include Zip Coil)
. PATIENT IS A (Check one)
< I > SPOUSE (2 I DAUGHTER dOlSON C3(4) RETIREE
SERVICE MEMBER DATA
7. NAME OF SPONSOR (tost, lint, middle initio!)
6a- SERVICE NUMBER
10. ORGANIZATION AND OUTY STATION (Homt Port /or Snip!) (Mdre,, for Retired;
5. IDENTIFICATION CARD
CARD NO.




6 BASIS FOR CARE - ACTIVE DUTY DEPENDENTS ONLY (Check ont)
,
RESIDING APART , > RESIDING WITH SPONSOR t—i, ,
1
' ' FROM SPONSOR C(2l DO FORM ,25, ATTACHED 1-11 3 >OUTPATIEN'
( A ) OTHER (Specify)
I ,. SPONSOR'S OR RETIREE'S BRANCH OF SERVICE
( 1 ) USA 12 ) USAP d<3 ) USMC 14 1 USN
D ( S ) USCG I 6 ) USPHS I 7 I ESSA
12. STATUS
(,) ACTIVE DUTY Ol2IRETIRED OOIDECEASED
3. CERTIFICATION
I certify to the best of my knowledge and belief the above Information In Section I Is correct To the extent that I have authority
to do 10 1 hereby authorize the release of medical records In this case to both the contractor and the Government
If a RETIRED MEMBER or dependent of a retired or deceased member, I certify that to the best of my knowledge and belief, that
(Check appropriate box) (Delete portion in parenthesis not applicable)
I—
j
(I am not) (the patient Is not) enrolled (neither Is sponsor) in any other Insurance, medical service, or health plan provided by
law or through employment
I—
(I am) (the patient Is) enrolled (so Is sponsor) In another Insurance, medical service, or health plan provided by law or
through employment; however the particular benefits claimed on this form axe not payable under the other plan.
Name (print or type) (Relationship to Patient) Signatur
SECTION II (To be computed by Sou
"
14. NAME AND ADDRESS OF SOURCE OF CARE (Indud* Zip Code)
13. NAME AND TITLE OF INDIVIDUAL ORDERING CARE
( I ) ATTENDING PHYSICIAN
(21 OTHER (Specify)
PATIENT STATUS
< I 1 INPATIENT
O (2) OUTPATIENT
16. INCLUSIVE DATES OF CASE
DAY YEAR dONTH DA
17. DIAGNOSIS (Vie $tandarti nomenclature)
(Check vhtn applicable) 1 1 fen.- ice § vent ntceatcry for treatment of a bonafut* medical emergency
RELATED HOSPITALIZATION (If applicable)
FROM
JTL STAT CCOE
ENTER ESTIMATED OR ACTUAL DATE OF DELIVERY IN MATERNITY CASES LIST BY DATE SURGICAL OPERATIONS AND / OR CARE FURNISH ED
INCLUOlNG VISITS FOR WHICH SEPARATE CHARGES ARE CLAIMED (Type or print) (Anach additional iheeta tf required)
DATE(S) OF SERVICE 0- ITEM OR DESCRIPTION OF SERVICE CHARGES c PROCEDURE COOE
TOTAL CHARGES THIS STATEMENT FOR CARE AUTHORIZED
(PAID8Y) OR ( DUE FROM ) PATIENT (Croft
DUE FROM GOVERNMENT TO SOURCE OF CARE
DUE PATIENT OR SPONSOR. REIMBURSEMENT
20. CERTIFICATION BY SOURCE OF CARE
I certify that the lervlce* and / or iuppllet lilted hereon were performed or authorized by the attending physician, dentiit or other
profea.lonal personnel In charge, thai payment due from the Government hai not been received, and that, except (or the amount payable
by the patient In accordance with the term* of the Civilian Health and Medical Program of the Uniformed Service*, the amount paid by
the Government will be accepted at payment In full for the authorized services and / or supplies luted hereon.
I further certify that lam not an intern, resident or otherwise In training siatus for which I am receiving compensation for service*
listed on thu claim.
Name (print or type) Signature
dvietd tbat the t-.ltfut making of a false
ndfr applicable Ftderai La^ •
DA 1863-2 (Civilian Sources) REPLACES DA FORM 1863WHICH IS OBSOLETE.
Form Approvrd





(please check form lor completeness to eliminate delay In processing)
This form will be used by all civilian sources of care other than hospitals, pharmaceutical services In the United Slates and Puerto
Rico, and sources providing care under the Handicapped Program.
The sponsor, patient or responsible family member will be required to complete Items I through 13 of this claim form, and the
source of cart will complete the remainder of the form. The completed claim will then be forwarded to the appropriate fiscal admin-
istrator for processing.
SECTION T
INSTRUCTIONS FOR COMPLETION OF ITEMS BY PATIENT
ITEM 5. IDENTIFICATION CARD. If the DD Form 1173
Is used, the Effective Date Is located on the reverse side of the card
In block 15b The Expiration Date is located on the front side
of the card in block 3.
It DD Form 2(Rel> or PHS Form 1866--3(Ret) Is used, the Ef-
fective Date 19 located on the reverse aide of the card in block entitled
DATE OF I^SL'E. The Expiration Date is located on the front
of the card in the block entitled EXPIRATION DATE.
SECTION II
INSTRUCTIONS FOR COMPLETION OF ITEMS
BY SOURCE OF CARE
(Shaded areas are for CONTRACTOR USE ONLY)
ITEM 15. NAME & TITLE OF INDIVIDUAL ORDERING CARE.
Individual ordering care must be the attending physician, dentist
Or other professional person In charge.
ITEM 17. DIAGNOSIS. EMERGENCY-ThtB block will be
Checked only when a bonaflde medical emergency exists.
ITEM 6. BASIS FOR CARE-ACTIVE DUTY DEPENDENTSONLY
OUTPATIENT CARE-Spouscs and children of activ- «<—
•onnel may elect to obtain OUTPATIENT care from either d
Ian or uniformed services facilities (Prenatal and postnatal care
re considered part of maternity care.)
INPATIENT CARE -Spouses and children of active duty per-
sonnel who reside APART from their sponsor may obtain INPA-
TIENT care from either civilian or uniformed services facilities.
Spouses and children of active duty personnel who reside WITH
their sponsor must obtain INPATIENT care including MATER-
NITY care from uniformed services medical facilities unless the
care Is provided under emergency conditions or on a trip. If these
exceptions do not apply, care from civilian sources at Government
expense mav be obtained within the United States & Puerto Rico
ONLY If a Nonavailability Statement (DD Form 1251). Indicating
that the required care Is not available from a uniformed services
medical facility located within a reasonable distance of the patient's
residence. Is attached to this claim.
DEPENDENT PARENTS AND PARENTS-IN-LAW are NOT
authorized civilian medical care at Government expense under any
circumstances.
ITEM 8a- SERVICE NUMBER, b. SOCIAL SECURITY
ACCOUNT NUMBER Enter the sponsor's service number
(located in block 12 of the dependent s DD Form 1173),
and sponsor's social security account number.
ITEM 10 ORGANIZATION AND DUTY STATION. Active duty
dependents enter the present assignment of sponsor. Retired
and dependents of retired enter residence of Retiree. Dependents)
of deceased leave blank.
ITEM 13. CERTIFICATION
If an authorization in addition to that contained In the execu-
ted certificate In Item 13 Is considered necessary for the release
of medical records pertinent to the care furnished, then the source
of civilian medical care should obtain the same.
ITEM 18. RELATED HOSPITALIZATION,
dates of related hospitalization If applicable.
Enter the Inclusive
The certificate will be signed by the retiree, dependent receiv-
ing care when 18 years of age or over, sponsor or other responsi-
ble family member.
ITEM 19a, b and c Enter only those services and lor supplies
which are authorized for payment under CHAMPUS All services
and supplies should be Itemized to Insure prompt and proper pay-
ment Payment by the Government to the source of services and
supplies Is based normally upon usual, customary, and reasonable
charges. However, should a physician, dentist, or other profes-
sional person expend unusual effort for proper care of the patient,
he should submit a clinical summary with his claim In support of
a request for special consideration of the amount payable for his
services.
d. Enter total of the authorized charges in Column 19b.
& Enter the patient's liability.
(1 ) Dependents of active duty personneL
(a) Outpatient Care. For authorized outpatient care
claimed during a fiscal year(l July through 30 June) for only one
family member, the patient (or sponsor) shall be required to pay
the first $50.00 of the charges. If benefits ere claimed for two
or more members of a family group, the patient (or sponsor) must
pay the first $100.00 of the charges. After the deductible has
been met, the patient (or sponsor) will pay 20% of all charges In-
curred for authorized outpatient care for the remainder of the fis-
cal year. The Government's share of the cost of benefits alter
the deductible has been met will be 80*.
(b) Inpatient Care. No charge for professional services.
(2) Retired personnel and their dependents and the depend-
ents of deceased personneL
(a) Outpatient Care. The patient or family group will be
required to pay the same deductible as is applicable to depend-
ents ol active duty personnel. Thereafter the patient or femlly
group will be required to pay 25% of any expenses Incurred for au-
thorized outpatient core for the remainder of the fiscal year. The
Government's share of the cost of benefits provided after the de-
ductible has been met will be 75%.
(b) Inpatient Care. The patient (or sponiorl shall be re-
quired to pay 25% of the fees of professional personnel for auth-
orized Inpatient care. The Government's share of the cost will
be 75 % of the total charge for authorized Inpatient care.
ITEM 20. CERTIFICATION BY SOURCE OF CARE. The Pro-
gram operates under the full payment coocept which means that,
except for the amount payable by the patient, the amount paid by
the Government to the source of services and / or supplies shall
constitute payment In full for Uie authorized care, and no further
amount will then be due from any source for those same services
or supplies. Therefore, it Is necessary that the cert iflcatlon In
Hem 20 be completed without alteration. In the event this Is not








SERVICES AND/OR SUPPLIES - HANOICAPPED PROGRAM
"
(ACTIVE DUTY DEPENDENTS ONLY)CIVILIAN HEALTH AND MEDICAL PROGRAM OF THE UNIFORMED SERVICES fCHAMPUS)
For »„ of thll form, m AR 40.121; the proponent oq».-. C y ll OHice of The Surgeon Generol.
UCTION I (To 6# (ompl^Lrd ft, polwmi o. o4h; rmtpoii.bl* fim.t, mrnmb*, PUotm pnra or i,p*l
PATIENT DATA
I NAME <i*H. firu mutiny uudm/t
3 ADC#ESS i/vUi Z+ Cod*
I
2 D*'( OF BitiM
4 PATIENT IS A iChtck omtt
(1) SPOUSC (2) DAUGHTER D O) SON
5 IDENTIFICATION CARD
CARD NO






6 NAME OF SPONSOR ttui /int. muddle utUtmil
?a SERVICE NUMBER
9 ORGANIZATION ANO OOTV STATION /Horn* Port /or Si,,,,,
t FAY GIAD€
D SPONSOR S BRANCH OF SERVICE
(I) USA (?) USAF Q {3J USMC Q («) USN
(5JUSCG (6)USPHS QfTlESSA
I certify lo the best of my knowledge and belief The above information in Seclion I is correct The handicapped case has been
accepted by OCH AMPL'S or appropriate .overseas commander To the extent that I have authority to do so I hereby aulhorue the release of
medical records in this case to both the contractor and the Government
Name (print or typei Relationship lo Patient
SECTION II /To >' eompUud by Sourc* of Ca>t
12 NAME AND ADDRESS OF 50URCE OF CARE ilnctudt Z,p Cod*





» TYPE OF FACILITY
(U PUBLIC OR STATE
(2) PRIVATE NON PROFIT
(3) PRIVATE PROFIT
DIAGNOSIS ( U* n&ndard nom*»claft,rw
i
12 BREAK CODE
b INTl STAT COOE
INCLUSIVE DATE OF CARE
FROM
1$. DATES OF SERVICE ITEM OR DESCRIPTION OF SERVICE PROCEDURE COOE
a TOTAL CHARGES THIS STATEMENT FOR CARE AUTHORIZED
(PAID B>] OR [DUE FROM, PATIENT tCrc
DUE FROM GOVERN TO SOURCE OF CARE
DUE PATIENT OR SPONSOR REIMBURSEMENT
6 CERTIFICATION BY SOURCE OF CARE
I certify that the services and 'or supplies listed hereon were performed or authorized by the attending phvsican. dentist or other
professional personnel in charge, that payment due from the Government has not been received, and that, except for the amount payable
by the patient in accordance with the terms of the Civilian Health and Medical Program of the Uniformed Services, the amount paid b> ihe
Government will be accepted as payment in full for the authorued services and /or supplies listed hereon.
I further certify that I am not an intern, resident or otherwise in training status for which I am receiving compensation for services listed
on this claim.
Name Ipnnt or rypei Signature
T>* penont Ufuif (Au form •-• «<**iW '»«! (A# »..'/// mmAim* o/ * Mb* or frwuduiixi aaummni I
< *md*r fpUctbU frdrrml Lmwt.






(Please check form for completeness to eliminate delay in processing)
This form is for submission of claims by all sources of service and or supplies, which pertain ONLY to the Handicapped portion of
the Civilian Health and Medical Program of the Uniformed Services.
No benefits are payable under the Handicapped Program unless the Executive Director. OCHAMPUS. or appropriate oversea comman-
der has accepted the dependent for benefits under the program and approved a plan for management of the nandicapping condition. At the
time of acceptance of the dependent in the program and approval of benefits, a case number is assigned and claim forms provided the spon-
sor or other responsible family member who must complete Items 1 through II The source of care will complete the remainder of the form.
The completed claim form will then be forwarded to the appropriate fiscal administrator for processing.
SECTION 1
INSTRUCTIONS FOR COMPLETION OF ITEMS BY SPONSOR
OR OTHER RESPONSIBLE FAMILY MEMBER
ITEM 5. IDENTIFICATION CARD. The EFFECTIVE DATE is
located on the reverse side of DD Form 1173 in block 15b. The
EXPIRATION DATE :s located on the front side of DD Form 1173
in block 3
ITEM 7a SERVICE NUMBER
NUMBER Enter sponsor's sen
Dependent's DD Form 1173) n
account number in 7b
'b SOCIAL SECURITY ACCOUNT
ice number (located in block 12 of
7a and sponsor's social security
ITEM 8. PAY GRADE Enter appropriate pay grade. E-l, W-l,
0-1, etc. (See chart below)
ITEM 9. ORGANIZATION AND DUTY STATION Enter the
present duty assignment of sponsor.
ITEM 11 CERTIFICATION
This certificate MUST be signed prior to submission of the
claim for payment. It will be signed by the dependent receiving
care when 18 years of age or over, by the sponsor, or other re-
sponsible family member. H an authorize ion, in addition to
that contained in the executed certificate in Item 11, is consid-
ered necessary for the release of medical records pertinent to the
care furnished to the dependent, then the source of civilian medi-
cal care should obtain the same.
SECTION II
INSTRUCTIONS FOR COMPLETION OF ITEMS
BY SOURCE OF CARE
ITEM 12c. TYPE OF CARE Hospital-for any service or supply
provided while in an inpatient status (patient entered on the roll
of the hospital as an inpatient.)
Institution-care provided in private nonprofit, public or state
institutions and facilities. Normally, this is residential care.
Outpatient-services provided on a visit basis in the home,
hospital, clinic, institution, agency or office by professional
persons.
ITEM 13. NAME & TITLE OF INDIVIDUAL ORDERING CARE.
Individual ordering care must be the attending physician, dentist,
or other professional person in charge.
ITEM 14. DIAGNOSIS. Only moderately or severely mentally re-
tarded and seriously physically handicapped spouses andchildren
of ACTIVE DUTY members may receive care under the handicap-
ped portion of the CHAMPUS. Therefore, the diagnosis of these
patients must reflect the degree of impairment. Further, original
diagnosis of such conditions must be made by a physician.
c. Inclusive dates of care covered by this claim.
ITEM 15 a, b, and c. Enter only those services and or supplies
which are authorized for payment under the CHAMPUS. All ser-
vices and'or supplies should be itemized to insure prompt and
proper payment.
d. Enter total of the authorized charges in column 15 b.
e. Enter the patient's (Sponsor's) liability, which is limited to:
If the cost of services provided his dependent under the Han-
dicapped Program in a particular month is less than theamount
prescribed for his pay grade, (see chart) the entire cost must be
—
J
£ . the service member. When the cost per month exceeds
ount shown for his pay grade, he shall be required to pav
the amount shown for his pay grade plus the amount, if any, by
which the total charge exceeds his payment and the Government's
maximum payment of $350.00.
i. The Government's share of the cost of benefits provided a
particular dependent under the handicapped program shall not ex-
ceed 5350.00 per month except in cases of multiple dependents
incurring expenses.
ITEM 16. CERTIFICATION BY SOURCE OF CARE. This cer-




S 45 E-9 Sergeant major
40 E-8 First sergeant
Master sergeant




30 E-6 Staff sergeant

















Master chief petty officer
Senior chief petty officer
Chief petty officer
Acting gunnery sergeant 2 Petty officer first class
Staff sergeant








at title few those who held this grade continuously sine
al rule for those holding pay grade 31 December 1958.
Petty officer second class














PAY ARMY. AIR FORC
AMOUNT GRADE and MARINE COR
$250 0-10 General
200 0-9 Lieutenant general
150 0-8 Major general
100 0-7 Brigadier general
75 0-6 Colonel
65 0-5 Lieutenant colonel
50 0-4 Major
45 0-3 Captain
40 0-2 Fust lieutenant





Rear admiral (upper half)


















Chief warrant officer. W-4
Chief warrant officer, W-3
Chief warrant officer. W-2
Warrant ofticer, W-l
NOTE' Because of the numerous grade titles of
the personnel in the commissioned coips o( the
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correct and the co-insurance declaration statement. This last
statement is especially important if the beneficiary is a re-
tired member or his dependent.
Upon completion of treatment the remainder of the form
is filled out by the provider and submitted to one of the
fiscal administrators or hospital contractors listed on Ex-
hibit 6. In many cases, either because of the policies of
the provider or the desires of the sponsor/patient, the pati-
ent will pay the provider for the full cost of
the treatment and then submit a claim for reimbursement. The
actual recipient of the claim depends on the geographic area
where the treatment was provided. For example, in California
all inpatient claims are submitted to either Blue Cross of
Northern California or Blue Cross of Southern California. All
claims in the state from physicians and other non-hospital
type providers are submitted to Blue Shield of California.
Dental claims for California and all other states are sent
to the Colorado Dental Service, Denver, Colorado, while claims
from Christian Scientist practitioners are submitted to
Massachusetts Blue Cross, Boston, Massachusetts.
The claims processing procedures used by the various fis-
cal administrators and hospital contractors are fully described
in the CHAMPUS Program Manual issued by OCHAMPUS. Since the
inputs and required outputs are standardized, it will be as-
sumed that each of these agencies follows a somewhat similar






Alabama - Mutual of Omaha (BC)
Alaska - Blue Cross, Washington-Alaska, Inc. (BC)
Arizona - Blue Shield Medical Services (BC)
Arkansas - Blue Cross-Blue Shield, Inc. (M)
California - Blue Shield of California (BC)
Canada - Mutual of Omaha (M)
Colorado - Medical Service Inc. (BC)
Connecticut - Connecticut General Life Insurance Co. (BC)
Delaware - Blue Cross and Blue Shield of Delaware, Inc. (BC)
District of Columbia - Medical Service of District of Columbia
(includes all of Washington, D. C, and contiguous coun-
ties and cities of Maryland and Virginia) (BC)
Florida - Blue Shield of Florda, Inc. (M)
Georgia - Medical Association of Georgia (M)
Hawaii - Medical Service Association (BC)
Idaho - North Idaho District Medical Service (BC)
Illinois - Mutual of Omaha (M)
Indiana - Indiana State Medical Association (M)
Iowa - Iowa Medical Service (M)
Kansas - Kansas Blue Shield (M)
Kentucky - Physician's Mutual Inc. (BC)
Louisiana - Continental Life and Health Ins. Co. (M)
Maine - Associated Hospital Service of Maine (BC)
Maryland - Maryland Blue Shield (except areas near Washington,
D.C.) (BC)
Massachusetts - Blue Shield Inc. and Massachusetts Blue
Cross (BC)
Mexico - Mutual of Omaha (M)
Michigan - Michigan Medical Service (BC)
Minnesota - Minnesota Medical Service, Inc. (M)
Mississippi - Mississippi State Medical Association (BC)
Missouri - Missouri Medical Service (M)
Montana - Montana Physicians Service (BC)
Nebraska - Nebraska Medical Service (M)
Nevada - Nevada State Medical Association (BC)
New Hampshire - Vermont Physician Service (BC)
New Jersey - Medical-Surgical Plan of New Jersey (BC)
New Mexico - Surgical Service Inc., of New Mexico (BC)
New York - United Medical Service, Inc. (BC)
North Carolina - North Carolina Blue Cross and Blue Shield,
Inc. (BC)
North Dakota - Blue Shield of North Dakota (M)
Ohio - Mutual of Omaha (M)
Oklahoma - Oklahoma Physicians Service (M)




Pennsylvania - Medical Service Association of Pennsylvania
(BC)
Puerto Rico - Mutual of Omaha (BC)
Rhode Island - Mutual of Omaha (BC)
South Carolina - Mutual of Omaha (M)
South Dakota - South Dakota Medical Service, Inc. (M)
Tennessee - Blue Cross and Blue Shield of Tennessee (BC)
Texas - Mutual of Omaha (M)
Utah - Blue Shield of Utah (BC)
Vermont - Vermont Physician Service (BC)
Virginia - Blue Shield of Virginia (except areas near
Washington, D. C.) (BC)
Washington - Blue Cross of Washington-Alaska, Inc. (BC)
West Virginia - Medical Surgical Care, Inc. (BC)
Wisconsin - Wisconsin Physicians Service (M)
Wyoming - Wyoming Medical Service, Inc. (BC)
All Dental Claims - Colorado Dental Service
All Christian Scientist Claims - Massachusetts Blue Shield,
Inc.
NOTE: Hospital contractors are indicated in the above list
by letters in parenthesis: (M) denotes Mutual of
Omaha and (BC) denotes Blue Cross Association.
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following sections can thus be considered as a representative
example of the claims processing systems utilized by the
CHAMPUS contractors.
A. BLUE CROSS ASSOCIATION
As noted in Exhibit 6, the Blue Cross Association is the
primary hospital contractor for inpatient care in thirty-three
geographic locations. Each geographic location's Blue Cross
organization acts as a subcontractor to process CHAMPUS claims,
Blue Cross of Northern California, located in Oakland,
California, is typical of these subcontractors. Its area of
responsibility is all of Northern California, that is, all of
California North of an imaginary line drawn across the state
just to the North of Los Angeles County [Ref . 61]
.
Blue Cross receives approximately 905 inpatient claims per
week. The average turnaround time for CHAMPUS claims, from
the time the claim is received until the payment check goes
into the mail, is seven to eight days. Exhibit 7 depicts
the general flow of the claims processing system used by Blue
Cross of Northern California. Information concerning the
rate structures and the process concerning the "CL-60" is
considered confidential information and, as such, was not
made available. About 25 percent of all claims cannot be
processed on the first submission due to errors and incomple-
tions. The most common errors experienced by Blue Cross are:




































2. Physician's name illegible, missing, or is not on
their list of qualified hospital staff members.
3. Item thirteen, Other Insurance, was not marked to
indicate whether other forms of health insurance were owned
by the patient.
4. The diagnosis, as listed, was incomplete or of a
questionable nature.
5. A non-availability statement was not attached to the
submitted claim.
Upon receipt, all claims are date stamped in their Mail
Room. They are then given to processors and are entered into
the processing system. Each processor reviews items one
through thirty-four (See Exhibit 2) to make certain that the
claim is complete. They also review and determine benefit
and patient eligibility. If the claim is incomplete, or if
it is determined that a review of the diagnosis is needed,
the claim would be returned to the provider or forwarded to
Medical Review. In the former instance the provider hospital
completes the missing information or corrects the errors and
resubmits the claim to Blue Cross. In the latter instance
a member of Medical Review makes a determination of the diag-
nosis as being eligible or not eligible as a benefit of the
CHAMPUS Program. The claim is then either returned to the
provider or re-entered into the processing system. It should
be noted that these reviews are for patient and benefit
eligibility only. If it is determined that a diagnosis is
61

not properly a benefit, the liability for payment of the claim
falls back upon the patient. This particular feature of the
CHAMPUS Program is true if the determination is made as either
part of the processor review, a Medical Review, or an OCHAMPUS
review.
The second review, accomplished by other than the person
doing the first review, is for quality control. In this re-
view, every item on the form is looked at for correctness.
If an error is found, the claim is returned to the first pro-
cessor for action in obtaining the correct information. If
no errors are found, the claims are separated, i.e., originals
from carbons. The processor then reviews the carbon copies
to make certain all entries are correct and readable.
The third and final review is a recheck of the entire
claim by a third person for completeness and correctness.
Once this review is accomplished, an adding machine tape is
prepared for the originals and the carbons. The tapes are
compared, and if they are in agreement, the carbon copies and
their adding machine tapes are sent to Data Control for keying
into the computer system for further processing procedures.
Details concerning the computer processing system used by
Blue Cross were not made available for this study.
It was learned, however, that if there is a problem con-
cerning charges, the problem would be resolved by persons in
the Blue Cross CHAMPUS Department, their Provider Relations
Department, and the provider's representatives prior to the
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payment of the claim. Upon completion of processing proced-
ures, a batch invoice is sent to the Blue Cross Association
in Chicago, Illinois. This invoice, which is sent by tele-
graphic wire, is prepared on a weekly basis. Each invoice
states the amount of claims that Blue Cross of Northern
California expects to process in that week. The Blue Cross
Association responds by sending Blue Cross of Northern
California, and all other Blue Cross Associations, a check
for the invoiced amount plus or minus a figure which represents
adjustments based on the past week's actual claims processing
actions. The Blue Cross Association then invoices a composite
amount for all their subcontractors claims processing actions
to OCHAMPUS for reimbursement. The OCHAMPUS reimbursement
process will be discussed in the following chapter.
B. MUTUAL OF OMAHA INSURANCE COMPANY
The other major hospital contractor is the Mutual of Omaha
Insurance Company headquartered in Omaha, Nebraska [Ref. 62].
They handle CHAMPUS hospital claims for nineteen geographic
areas. This company is also a fiscal administrator for non-
hospital type claims, except for dental and Christian Scientist
claims. They are responsible for processing the outpatient
type of claim for nine geographic areas (See Exhibit 6) . Un-
like the Blue Cross Association, they do not use a subcon-
tractor system but rather process all claims in one central
office. This is evidenced by the fact that they receive, on
a weekly average, about 4,600 CHAMPUS hospital type claims
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and more than 10,000 non-hospital type claims. Claims for
drugs and durable equipment make up approximately 7.5 percent
of the latter figure.
Mutual of Omaha employs a fully integrated, dedicated
computer system for its claims processing. Exhibit 8, a
simplified flow chart, provides an idea of the claims process-
ing procedures that are followed in utilizing this on-line
computer system. The system is composed of an IBM 14 5 dedi-
cated computer utilizing IBM disc packs and high speed tape
drives. Auditor interface with the computer is accomplished
through Bunker-Ramo cathode ray tubes and control units. As
much of the processing as could be possibly delegated to com-
puter action has been built into this system.
The on-line system permits Mutual of Omaha to process all
CHAMPUS claims in 24 hours. All claims that are entered into
the system on a given day go through a batch cycle that night.
The issued checks are ready for processing and mailing the
next morning. Claims requiring extensive audit activity,
medical review, or additional information may be held in the
system for up to 3 days. Automatic review points have been
established in the system so that requests for additional
information are followed-up in 4 5 days if no response has been
received by that time.
Like Blue Cross of Northern California, Mutual of Omaha
has found that about 25 per cent of its claims have clerical
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have errors in patient eligibility. That is, clarification
in the relationship of the patient to the sponsor, the identi-
fication card number, or the beginning or expiration date of
eligibility is needed.
Mutual 's claims rejection rate is less than one percent.
Claims are usually rejected either because care was rendered
prior to the beginning eligibility date as shown on the claim
form or after the expiration date of the patient's identifica-
tion card as shown on the claim form. These reasons for re-
jection account for about 75 percent of all rejections, the
remaining rejections caused primaTiiy by the reason that the
care provided was not a benefit under CHAMPUS regulations.
In the processing of inpatient claims each claim receives
a series of reviews similar to those used by the Blue Cross
organization. Itemization on the face of the claim is sum-
marized to determine correctness of the totals. Dates of
care must correspond to the number of days being billed and
the charge per day must meet the provider's record of room
charges supplied to Mutual and recorded in the computer.
Ancillary services provided by the hospital are reviewed on
the basis of "reasonableness" of the charges for the services
rendered. All hospital claims are processed on the basis of
billed charges. The patient's deductible is computed based
on the length of stay for active duty dependents and on the
basis of the patient's co-insurance requirement for retired
beneficiaries. This co-insurance feature is a term used by
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Mutual to account for the requirement that retired persons
must pay 25 percent of all charges for the care that they
receive.
The same basic processing system is used for processing
non-hospital type claims. Mutual determines whether a physi-
cian's charge is his customary charge for similar services and
that this customary charge does not exceed the prevailing
charge in the locality for similar services. Profiles are
maintained on all CHAMPUS physicians and these are periodically
reviewed. Once a year the pricing file mechanism is updated
to include the most current information on physicians is in
Mutual ' s contract territory.
In the actual claims processing procedure, Mutual' s sys-
tem is on a filtration type. All claims pass through the
audit staff. Claims that represent special problems are re-
ferred to a second audit level, and from that point, are re-
ferred to a Medical Review Committee. This committee is com-
posed of registered nurses, senior department personnel, and
corporate associate medical directors. The function of the
various audit levels is to determine whether or not the
patient is an eligible beneficiary and whether the diagnosis
and treatment received are proper benefits of the CHAMPUS
Program. At one of these audit levels, a claim is released
for appropriate payment or rejected. Providers may request
a review of decisions through peer reviews at the state level




Funds to cover payments to providers or beneficiaries
are forwarded by wire by OCHAMPUS to Mutual 's depository
bank to cover CHAMPUS payments issued. A billing is sent to
OCHAMPUS on a weekly basis covering the week's activities.
The Mutual system maintains, on-line, eighteen months of
patient records. In total, they maintain five years of
patient records. Co-insurance and deductible calculations
are taken by the computer and are maintained in the patient
records. A three year patient deductible record is maintained
in an active status in order to prevent duplicate payments.
Reports generated by Mutual ' s system include a monthly
claims activity report, a weekly billing report, and any
special reports requested by OCHAMPUS. Internally, reports
on auditor productivity, claims distribution listings showing
action taken on all items cleared through the computer, and
bank reconciliations are generated on an automatic basis by
the computer.
C. BLUE SHIELD OF CALIFORNIA
Except for the several geographic areas covered by Mutual
of Omaha, most geographic area state medical associations,
state Blue Shield organizations, or other similar service
agencies or insurance companies process non-hospital type
claims. Blue Shield of California is typical of these state
organizations [Ref. 63],
Blue Shield receives about 20,000 CHAMPUS claims per week.
About 6 percent of these claims are from providers, the
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remainder from beneficiaries. Approximately 30 percent of the
claims contain some type of error. About 95 percent of these
errors can be corrected via telephone calls to the provider.
Blue Shield experiences a 20 percent claims rejection rate.
Claims cannot be processed and thus must be rejected for one
of three main reasons:
1. The deductible requirements have not been met.
2. The beneficiary is ineligible for treatment.
3. The care received is not a benefit under the CHAMPUS
Program.
The Blue Shield claims rejection rate is higher than Blue
Cross and Mutual for several reasons. First, Blue Shield
handles all types of claims except hospital claims. The out-
patient benefits are numerous and, in many cases, not speci-
fically defined. It is felt that many providers, i.e.,
physicians accept a patient and treat a condition that they
consider a benefit. During claim review the condition or
treatment is determined not to be a benefit. Another reason
for the high rejection rate is thought to be the lack of
trained clerical personnel in most physician's offices.
Normally, a physician will have one or two nurses in his of-
fice. These persons are not fully aware of the CHAMPUS bene-
fits. Still another reason is thought to be that of "we're
not certain so we'll submit a claim" reasoning by the depend-
ent.
Exhibit 9, a simplified flow diagram, indicates the pro-
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the claim is received, it is issued an Insurance Case Number
(ICN) composed of one digit for the year, three digits for
the Julian day of the year, a batch number, and a claim num-
ber within the batch. Prior to the assignment of an ICN, the
claims are sorted into one of ten claims classifications used
by Blue Shield (See Exhibit 9-A) . They are also given a pre-
liminary screening for completeness at this point. All
claims are then batched according to classification and an
ICN assigned. No more than fifty claims are assigned to the
same batch number. After assignment of the ICN the claims
are microfilmed and processing begins.
In the claims examination step claims are examined for
correctness and completeness. Claims requiring development
of missing or erroneous data are separated to a Claims
Development Section. All possible errors are corrected by
telephoning the provider for the missing information or to
obtain the correct data. In case a telephone call cannot
clear up the errors, the form is returned to the provider
for completion and correction.
After all the data is obtained or corrected, the claims
reenter the system. Claims that do not require additional
work go to provider look-up where the provider's code is
checked to ascertain whether he is a qualified, participating
provider. From this point all the claims are collected by
batches and sent to San Diego where they are keyed directly
to computer tape by Blue Shield's computer services
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contractor. The information on the tapes is then fed direct-
ly to the Blue Shield computer center in San Francisco via
direct wire data link.
Blue Shield, as the Fiscal Administrator for the out-
patient CHAMPUS Program in California, pays claims in accord-
ance with the "usual," "customary," and "reasonable" charge
concept. This is commonly referred to as a Provider Profile
System, and is considered by Blue Shield as one of the most
efficient and equitable mechanisms for administering payments
to providers and beneficiaries.
On the other hand Blue Cross and Mutual, when processing
inpatient claims, administer payments under one of three
methods. The first method, a negotiated Per Diem Reimburse-
ment, is not widely used. In this method of reimbursement a
per diem figure for each day of covered care is arrived at by
negotiation. The per diem rate need not be directly related
to hospital charges or costs. Under this method the daily
reimbursement decreases as days of hospitalization increase
until a lower limit is reached. This method of reimbursement
is not used by most hospitals because it is too difficult to
justify to regulatory agencies.
The second method used is called Reimbursement Rate Based
Upon Hospitals Retail Charges. Retail charges refer to
regular room rates and normal billings for special service
any patient would -pay. These are now construed to mean a
price at least equal to, and most probably above, the actual
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cost per patient day of providing hospital accommodations.
The retail charges are the maximum reimbursable limits. In
many instances the "retail charge" is set as an average of
all hospital in a given Blue Cross Plan. These rates are
normally simple to derive but there is the constant possi-
bility that some hospitals will overcharge. This method of
reimbursement is also declining with most hospitals that use
it located in the South.
The last, and most commonly used method, is termed Re-
imbursement Based Upon Hospital Costs. In this method the
hospital is reimbursed for actual costs incurred in providing
services. This method is a type of negotiated method in that
Blue Cross or Mutual and the hospital must agree as to what
allowable elements are to be used in calculating the costs.
Normally, there is a minimum cost stipulation, called a floor,
which is a certain percentage of each size or locational group-
ing of contracting hospitals. There are also ceilings, or
maximum allowable costs, normally stated as a proportion of
average costs among hospitals of similar nature and size.
A "floor" rewards a hospital with costs which are less than
the minimum while a "ceiling" penalizes a hospital with high
costs (usually a specialty hospital) . This method is amenable
to hospitals non-profit status and insures that a hospital
will receive amounts adequate to cover expenses. There is,




Under the Provider Profile System, a provider's charge
is considered an allowable charge if it is his "individual"
charge for the service and if it is within the "area range"
of charges made by providers in the same community for the
same service, or if it is judged to be "reasonable" by local
peer review, considering all of the medical facts and cir-
cumstances .
The criteria considered in determining allowable charges
are individual charges (Usual) and area charge (Customary
Range) . Individual charge is the amount the provider usually
and most frequently charges for a specific service. These
charges are not necessarily uniform or static, but may vary
among providers and with the passage of time. Area charge is
the amount most frequently and most widely charged in a local
community by providers for a specific service. These charges
reflect factual data on an overall charge pattern existing
within a specific and limited geographical area. They tend
to cluster about a certain figure which might be statistically-
identified as the "mean" or the "median." The degree of
specialization, population density, as well as other items
concerned with the economics of a provider's practice, which
may vary from one locality to another, are all taken into
account in determining the area charge.
Every charge which a provider makes for services rendered
to beneficiaries of Blue Shield-administered programs, and
the Company's private business — as indicated by submitted
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claims — are recorded to his account and stored on the com-
pany's computer tapes by provider name and license number,
procedure or service rendered, billed charge, and his practic-
ing address. A continuous record is kept of all charges made
to the Fiscal Administrator from each provider for services
he performs. These charges, over a -given period of time, usu-
ally one year, are used as the data base in calculating the
provider's profile.
The provider's individual charge for each of the services
which make up his "profile" are updated annually in order to
reflect changes which may have taken place in his pattern of
charges. A general profile update is accomplished in July of
each year and is based on all billed charges for the preceding
calendar year. Thus, the update in July 197 4 will be based
on all billed charges for the period of January to December
1973.
To calculate the allowed charge, the "individual" charges
for a specific service are arrayed from the lowest billed
charge to the highest. For example, a provider submitted
claims for 41 routine office visits; for ten of these visits
he charged $10, for 15 visits he charged $12, and for the re-
maining 16 visits he charged $15. The median would be that
point at which one-half of the 41 visits were charged. In
this case, he charged $10 and $12 a total of 25 times and $15
on 16 occasions. Therefore, his individual charge is calcu-
lated to be $12. The allowable amount is then determined by
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the lesser of the billed amounts, the individual profile, or
the area charge. In this case, $12 would be the allowed
amount
.
Since Blue Shield does not pay claims on the basis of a
fee schedule, but under the UCR concept, when the computer
prints out a check for payment of an amount below that which
was billed by a provider, it signifies that the billed charge
was above the provider's individual charge or above the area
range. It does not necessarily indicate that the charge was
not reasonable as it may be justified concerning the special
circumstances of that particular case.
Any provider who believes that his charges have been un-
fairly reduced, or that circumstances justify an increased
fee in certain cases, has the right to request review by an
Advisor of his specialty, or he can avail himself of the ad-
vice and assistance of his local peer review committee that
each county and district medical society has appointed for
that purpose. In recent Blue Shield history few providers
have requested more than one review of disputed payments.
In no case, however, can a provider bill the patient for
the difference between the amount he claimed and the amount
he received. One of the provisions of agreeing to accept
CHAMPUS patients is that of the full payment concept. Under
this concept, the amount determined by the fiscal administra-
tor to be the reasonable charge for the service provided is
considered as payment in full. A physician agrees to this
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concept when he signs and submits a claim. The only exceptin
to this concept is for those charges that relate to a case
which is not a proper benefit of CHAMPUS.
Under the terms of the existing contract that Blue Shield
has with the Federal Government, one of the contractual obli-
gations is that CHAMPUS payments conform to the concept of
usual, customary, and reasonable, and that payments made to,
or on behalf of, CHAMPUS beneficiaries, not be higher than
payments made to, or on behalf of, the company's policyholders
and subscribers, when services are comparable and furnished
under comparable circumstances . The UCR is, as a matter of
policy, used in determining payable amounts by Blue Shield
in the operation of its private business as well as in the
operation of its government business.
Several years ago, Blue Shield, in cooperation with its
parent organization, the California Medical Association, con-
ducted a Relative Value Study. This study formalized the pro-
cedures used by a physician and assigned each procedure a
code number. Each procedure was also assigned a value in
terms of units. The definition of a unit of value as used
in the RVS is vague. For example, the 19 69 RVS states that
the unit value for a brief evaluation, history, examination
and/or treatment for a new patient is 20.0. For an established
patient a brief examination, evaluation and/or treatment of
the same or new illness has a unit value of 12.0. The only
difference in the two is the new patient receives a history.
Does the taking of a medical history have a value of 8.0, the
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difference in the above values? One cannot say for certain
because an initial limited history and physical examination
for a new patient has a unit value of 30.0.
Thus one must conclude that the concept of unit value
centers around the time involved, the types of services pro-
vided, the types of and the amount of supplies and materials
used, the use of paramedical personnel (nurses) and the amount
of knowledge or expertise that must be utilized in providing
the service.
A unit of value was further assigned a dollar amount.
It is from this study that the physician's reasonable fee is
computed. For example, an office visit may be assigned the
RVS code number 9004. Assume that the usual value for this
procedure is four units based on the time involved, the
complexity of care provided, and all other factors. Further
assume a unit of value is worth $6. Thus, a "reasonable"
fee for an office visit is computed to be $24. Using this
system permits Blue Shield to compute "reasonable" fees in
those special cases where the usual or customary fee is not
applicable
.
It is important to note that an individual physician's
"usual" fee rate may be influenced by his offering of "pro-
fessional discounts." These discounts, normally offered to
other physicians and other medical personnel, tend to lower
his "usual" fee since they are part of the overall collection
of billed charges that Blue Shield maintains in the Provider
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Profile System. It is also interesting to note that, on
occasion, a provider can influence his "usual" fee by moving
the location of where he provides the service. Thus, by mov-
ing from an area close to a hospital to an area further re-
moved from the hospital he may be able to raise his usual
fee. The effect of such a move would not, however, be re-
flected in the payments he receives until a year later because
of the time lag in adjusting the pricing mechanism in Blue
Shield's system.
An interesting feature of the Blue Shield System is that
the computer automatically generates audit sheets. A Green
Sheet Audit, titled CHAMPUS CORRECTIONS, printed appropriate-
ly on green paper, is generated when errors are encounted in
the patient history data. That is, errors are found in Items
one through thirteen of the claim form. These Green Sheet
Audits, a sample of which is shown in Exhibit 10, are collated
with the claim containing the errors. When the error has
been corrected, the audit sheet's corrections are entered in-
to the computer through on-line cathode ray tube and control
units
.
Blue Sheet Audits, titled CHAMPUS SUSPENSION LISTING,
printed on blue paper, are automatically generated when pro-
vider identification and/or pricing errors are encountered.
These errors are corrected and fed into the computer in the
same way as are the Green Sheet Audits. Uncorrectable data
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to whomever originally submitted it to Blue Shield. Exhibit
11 is a sample of this form. When all of the indicated cor-
rective actions have been taken, the carbon copies of these
audit sheets are filed with the batched claims. The originals
of the audit sheets are disposed of in a recycling process.
One of the main reports generated by the Blue Shield sys-
tem is a "one-line status report." This report is generated
at the completion of each batch run and provides Blue Shield
with the status of every claim in process or completed during
the run. A sample page of the report is shown in Exhibit 12.
In reading the report the notation "pended claim" in the check
number column indicates a claim in which some data is missing
or is incorrect and, as a result, a Green Sheet Audit or a
Blue Sheet Audit was printed. Such claims are held in an
active status in the computer for 3 days. The notation "de-
lete" in the Check Number column indicates a claim which has
been rejected by the system.
Blue Shield keeps a microfilm record of all claims for
two years and retains microfilm records of processing actions
for five years. Samples of these two microfilm records
titled "CHAMPUS PAID FULL LISTING - DECEMBER 197 4" and
"CHAMPUS ALPHABETIC CROSS REFERENCE" are shown in Exhibits
13 and 14 respectively. These files are necessary to keep
track of deductibles and co-insurance to prevent duplicate
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Blue Shield receives payment directly from OCHAMPUS in
the same way as Mutual does. Once a week an estimate of the
dollar amounts to be paid is wired to OCHAMPUS. OCHAMPUS
responds by depositing funds in Blue Shield's depository
bank. The estimates are followed up by a more detailed in-
voice and OCHAMPUS makes the appropriate adjustments in sub-
sequent payments. Copies of computer tapes of claims pro-
cessed are also sent to OCHAMPUS.
Blue Shield reports that it is currently able to process
and make payment on over 80 percent of the CHAMPUS claims in
five to seven days. The system will hold a "pended" claim
for thirty days and will then generate a special follow-up
report. Further action is taken if no response is received
by the end of 4 5 days.
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V. CLAIMS PROCESSING - OCHAMPUS
Upon completion of the claims processing by one of the
47 fiscal administrators/hospital contractors, a check is
sent to either the provider or to the beneficiary as applica-
ble. The contractor then submits a bill to OCHAMPUS for re-
imbursement. This chapter will examine the process by which
OCHAMPUS adjudicates the contractor's claim [Ref. 64].
A. CONTRACTOR ADVANCES
As noted earlier, the contractor begins the reimbursement
procedure by telephoning OCHAMPUS for an advance of funds to
offset the checks being mailed out. This procedure, referred
to as a wire or telegram in the preceding chapter, is received
in the Finance and Accounting Division of the Contract Manage-
ment Directorate of OCHAMPUS. Whomever answers the telephone
records each call on a preprinted "Routine and Transmittal
Slip," Optional Form 41 shown in Exhibit 15. The name of the
person calling, the state contractor he represents, the amount
requested, the invoice number, and the period covered are
carefully noted and are repeated back to the caller to verify
accuracy. The person taking the call then signs and dates
the slip. Additionally, the exact time of the call is noted
on the form.
During the call the person in the F&A Division checks a
blackboard euphemistically termed the "Advances Status
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advances, that is, advance payments that have not been sub-
stantiated by an invoice, they are advised that no further
advances will be processed until the oldest of the advances
have been invoiced to OCHAMPUS. If their state is not on the
board their advance funds request is processed. The process-
ing procedure begins with the assignment of a Voucher Number.
This number is composed of the fiscal year plus a four digit
consecutive code. For example, 75-1818 represents the 1,818th
voucher for Fiscal Year 1975. Next a Standard Form 1034,
Public Voucher for Purchases and Services Other Than Personal,
is prepared. This form is shown in Exhibit 16. These forms
are collected and taken to the Fitzsimmons Army Medical
Center Disbursing Office daily at 2:00 P.M. This office pro-
cesses the vouchers, sends the necessary data to the OCHAMPUS
Computer Operations Division for check preparation, and re-
turns to collect the prepared checks the following day.
When the OCHAMPUS F&A personnel appear at the Disbursing
Office with the next batch of vouchers, they pick up the
completed vouchers and checks from the preceding day's batch.
These checks are taken immediately to the branch bank
located on the FAMC grounds where they are deposited in a
special account. Special deposit slips listing the voucher
lumbers and check amounts are prepared and signed by the bank
manager. At 3:00 P.M. that same day the checks are taken
by special bank messenger to the main bank office in down-
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out over the Federal Reserve System's Bank Wire System, a
direct telegraphic wire system. The funds go directly to the
contractor's depository bank for deposit and advice. The
latter term means that someone in the receiving bank will
notify the contractor of the receipt of funds. (It should
be noted that each bank wire costs the OCHAMPUS command
$4.50. Over $600 per month is spent on these bank wires.)
When the completed vouchers are returned to the F&A
Division, the appropriate entries are made in the accounting
ledgers to record the commitment of the funds. The average
processing time for advances is thus about 2.5 days from re-
ceipt of the telephone request for funds to actual receipt
of the funds by the contractor.
B. CONTRACTOR INVOICES
As a follow-up procedure, each contractor is required to
submit an invoice and a computer tape of all claims included
in the invoice period. Included in the invoice package is
a Control Listing which provides, in summary form, the total
number of claims by claim category, i.e., Physician, Hospi-
tal, Drug, Handicapped, etc., and the total professional
charges for each category of claim. Exhibit 17 is an example
of such a control listing. Copies of actual invoices were
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Upon receipt of an invoice package the OCHAMPUS Mail Room
initiates a CHAMPUS Form 174, OCHAMPUS Voucher Transmittal,
by entering an internally controlled batch number and the date
received. The same information is placed on a label which is
attached to the reel of computer tape. The original of the
Form 174, shown in Exhibit 18, is sent to the Finance and
Accounting Division with the contractor's Control Listing
and the Invoice. The copy of the form, which is printed on
yellow paper, is sent with the computer tape to the OCHAMPUS
Computer Operations Division.
The Finance and Accounting Division, upon receipt of
their portion of the invoice package, completes the data on
the Voucher Transmittal using the data on the invoice and
the control listing. They also add the Voucher Number. This
Voucher Number will be the same one that was used in the pro-
cessing of the contractor's request for advance funds, except
that it will have a Roman numeral suffix. For example, the
voucher number cited above was 75-1818. The Voucher Number
used for the follow-up incoice would be 75-1818(11) signify-
ing the second use of that number. During the process of com-
pleting the Voucher Transmittal form the beginning and ending
dates of the invoice are carefully compared to the dates of
the period covered on the Routing and Transmittal Slip and
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The established claim rate used to compute the contrac-
tor's administrative costs is also entered on the form. This
rate, determined by past experience and by contract provi-
sions, is normally a flat rate of a certain amount per claim.
Occasionally, when a contractor has a new contract or has
changed its processing procedures, a Provisional Claim Rate
is used. This rate is based on the number of claims expected
to be processed and the assets, people and equipment needed
to do the processing. At the end of the year this rate will
be audited by HEW auditors and, if indicated, appropriate
adjustments will be made in the rate. Five states have pro-
visions in their contracts that direct them to report actual
direct claims processing costs for the period covered. These
states are California, Washington, Connecticut, Wisconsin,
and Idaho. Why these five states are treated differently was
not explained by the OCHAMPUS officials. It was pointed out,
however, that the direct costs, when translated into a claim
rate, are quite comparable to the amounts paid to the other
fiscal administrators.
When the Voucher Transmittal has been filled out, it is
sent back to Data Processing. The invoice and the contractor's
Control Listing are retained by the F&A Division for later
use. In order to keep up with the workload the above steps
for each invoice package must be completed by 3:00 P.M. each
day. At this point it should be noted that the F&A Division
has only eight persons and must process an average of ten
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advance payment requests and 20 invoice packages per working
day.
At the Computer Operations Division the completed original
Voucher Transmittal information is keypunched onto a card
which will be used as a "header" to the computer tape. Dur-
ing the night the header cards and the computer tapes are run
through the computer where the computer tapes are balanced
to the invoices, and at the same time, edited for errors.
Occasionally during a computer run, a tape is rejected. Re-
jections are typically encountered because the contractor has
modified his coding system and has not informed OCHAMPUS, or
the contractor's claims processing computer operations cycle
did not coincide with the financial cycle indicated on the
invoice. When the latter occurs, record count on the tape
will not match record count on the header card and, to save
processing time, the tape is rejected by the OCHAMPUS computer,
The following morning the F&A Division receives a list
of processed and rejected voucher invoices. The processed
vouchers printout is shown in Exhibits 19 and 20. The
Control Listing is compared with the "Summary By Fiscal Year
and Branch" part of the Voucher Listing to ascertain correct-
ness of totals. The "Summary by Branch" part of the processed
Voucher Listing is used to calculate administrative costs
and will be discussed in a later section. Accompanying each
processed Voucher Listing is an "Edit Error List." Edit





MC14P L02D 24/04/75 PAGE 1
IOWA STATE NO. 14
VOUCHER NUMBER 75-1818 SUMMARY BY FISCAL YEAR & BRANCH
FIS. YR. BR. SV. CLAIMS HOS . DAYS AMT . DUE GOVT
2122020 06-4075 P8400-2572 FIC 841214.12000.000 S05114
72 ARMY 2 39.50
TOTAL FY 72 2 39.50
2132020 06-5075 P8400-2572 FIC 841214.12000.000 SO 5114
73 ARMY 5 149.25
TOTAL FY 73 5 149.25
2142020 06-8030 P8400-2572 FIC 841214.12000.000 F05114
74 ARMY 36 296.20
MARINE 1 175.00
NAVY 12 669.96
NAVY & MC 13 844.96
AIR FORCE 20 823.97
VET ADMIN 2 69.7 5
TOTAL FY 74 71 2,034.88
*******************************










EARLIEST DATE OF CARE 72 02














MC14P L03D 24/04/75 PAGE 2
IOWA STATE NO. 14
VOUCHER NUMBER 7 5-1818 SUMMARY BY BRANCH
FIS. YR. BR. SV. CLAIMS HOS
.
DAYS AMT . DUE GOVT.
9750100.6300 63-1303 P6300-2572 FIC 630000.12000.000 S05114
7.50 X ARMY 167 1,252.50
7.50 X NAVY & MC 126 945.00
7.50 X AIR FORCE 105 787.50
7.50 X PHS 4 30.00
7.50 X VET ADMIN 36 270.00
7.50 TOTAL STATE 438 3,285.00
COMBINED PROFESSIONAL & ADMIN COSTS FOR VOUCHER FY
ARMY 7,409.13




TOTAL ALL BRANCHES 18,649.17
99

Exhibits 21 and 22 as "Less Deduct Items" is an error which
materially affects a claim. The error in this sample occurs
in the line entry for the patient named Kalerg. Column T,
Amount Paid for Principle Procedure, is shown as $131. The
OCHAMPUS Edit Error Program automatically searches the files
for a determination of which figure is correct and calculates
the correct amount, in this case $64.80.
A "Soft" edit error, on the other hand, does not material-
ly affect the claim. Examples of soft errors are shown in
Exhibit 23. This sample soft edit error list is taken from a
physician's claims tape. The code "37 I" is defined as an in-
valid procedure code in Column R. Exhibit 24, the legend for
Physician's Records, is included to permit easier reading of
Exhibits 22 and 23.
All edit errors are returned to the contractor for correc-
tion via a standard form letter which explains the effect of
hard and soft errors and contains direction to the contractor
on procedures to follow in correcting and resubmitting the
error claims. This form letter is shown in Exhibit 25. It
should be noted that less than 10 percent of all claims that
are processed by OCHAMPUS result in an edit error list.
After the processed Voucher Listings have been compared
with the Control Listings, a voucher clerk prepares a CHAMPUS
Form 197, Contractor Reimbursement Worksheet. This form is
shown in Exhibit 26. The Voucher Number block may contain
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OFFICE FOR THE CIVILIAN HEALTH AND MEDICAL PROGRAM OF THE UNIFORMED SERVICES
DENVER. COLORADO 80240
CH. 19
RE: OCHAMFUS Voucher #
Dear
Inclosed is a machine listing of rejected and unrejected (hard and soft)
errors found by the application of the 0CILAI1TUS Editing Procedures as
outlined in the appropriate Appendix, as revised.
Rejected (hard) errors have been deleted from payment of your







Please ccrect these rejected records and resubmit them on a future
invoice. Do not resubmit these records as adjustments , since a claim
rate has not been paid for these rejected cltiima.
Unrejected (soft) errors may also appear on the attached list. These
records h->ve not been rejected, but rocm ire^ correct ion . Please correct
these records and resubmit them on a future invoice n.3 ad jus orients .
It is important that these soft errors be resubmitted as adjustments
,
since a claim rate has already been paid on these unrejected claims.
Unrejected claims may include credit items. Credit items will never
delete as hard errors, since a credit deletion could result in a
















For Payment to Civilian Sources for Health and































traced back to the original request for advancement of funds.
To explain further, refer to the Voucher Number 75-1818 on
previous exhibits and in the discussion above. When the SF
1034 was prepared for the advance funds, this number appeared
as 75-1818(1). On the Voucher Transmittal and on the Form
197 now being prepared the number appears as 75-1818(11). If
one assumes that the invoice contained the Hard Edit Error in
Exhibit 22, the same Voucher Number will appear on another
Form 197 as 75-1818(111) when the edit error is resubmitted
for payment. Another method of cross-reference on the Form
197 is the block labeled "PP#" in which the partial payment
number from the funds advanced voucher and the Routing and
Transmittal Slip is entered. •
Within the main portion of the Form 197 the top three
entries titled "Certified Invoices Attached" are suffixed by
a letter - P, D, H, etc. - depending on whether the category
of claims is for Physicians, Drugs, Hospital, or so forth.
The dollar amounts of the claims are entered in the dollar
column. Deduct items from Hard Edit Errors are subtracted
from the claims costs to arrive at a net total of professional
costs
.
The "Certified Invoices Attached" section in the middle
of the form is used to account for administrative costs as
computed on the Summary by Branch section of the Voucher
Listing shown in Exhibit 20, above. As in the professional
costs section of the form, deductions for Hard Edit Error
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claims are made, that is, the claim rate times the number of
rejected claims is deducted from the total administrative
costs shown on the Summary by Branch.
C. ACCOUNTING PROCEDURES
After CHAMPUS Form 197 is completed, it is sent to an
accounting technician who verifies the figures against ledger
entries for the advancement of funds. This particular pro-
cedure is time consuming as the accounts are listed by Fiscal
Year, by Professional Cost categories, by Administrative Cost
categories, and by Direct and Indirect Cost categories for
each branch of service. These accounts are listed on an
accounting sheet which is approximately 4 8 inches long. All
entries on this spread sheet are made manually and all
columns must be totaled, balanced, and cross footed daily.
When the above procedures are completed, the information
is posted to a Miscellaneous Obligation Document, DA Form
3717. This form is shown in Exhibit 27. The date used on
this form is the next working day's date. The description
is a four digit internally generated code representing the
branch of service. The codes currently in use are:
ARMY - 6025 PHS - 6028
NAVY - 6026 VET ADMIN - 6029
AIR FORCE - 6027
Column 3 is the amount in the appropriation for the branch
of service, column 6 is the total disbursed for that day, and

























The sum of the figures in columns 6 and 7 must equal the bal-
ance shown in column 3.
The process is completed when the above data is entered
into the computer from the appropriate Accounting Coding
Sheet, a form used primarily for the computer keypunch sec-
tion. At the end of each month all accounting reports gen-
erated by the computer are checked against the accounts in
the several ledgers and manually balanced against the FAMC
Disbursing Officer's Report. In case of differences the
Disbursing Officer's Report is considered the correct figure.
In order not to have to go back through the 4 00 plus vouchers
processed in an average month, the Disbursing Officer furn-
ishes OCHAMPUS with a daily Disbursing Officer's Report. An
additional check is made to make certain that the ledger
figures are what was actually fed into the OCHAMPUS computer.
The Finance and Accounting Division receives at the end
of each month all of the usual accounting reports, such as
the Trial Balance of Accounts, a Consolidated Allotment Re-
port, a Status of Funds Report, a Status of Reimbursements
Report, a Current Month's Disbursements Report, a Cumulative
Disbursements Reports, and a Report of Unliquidated Obliga-
tions. The Status of Reimbursements Report pertains to funds
owed to OCHAMPUS by the Public Health Service and the
Veterans Administration for which direct reimbursement authori-
ty was received from the Secretary of Defense at the time the
approved budget for OCHAMPUS was received. These funds are
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billed to the respective agencies for the amount of profes-
sional claims costs and administrative costs on a monthly
basis. A Standard Form 1080, shown in Exhibit 28, is used
for these billings. Because there is the direct reimburse-
ment authority, the agencies are not required to issue a
Reimbursable Work Order or other similar document as is re-
quired in nearly all other reimbursable instances.
The Finance and Accounting Division also receives one
special report each month. This is the Finance and Account-
ing Distribution List. This report provides the professional
claims costs by category of claim, by administrative costs,
by direct and indirect costs for each branch of service by
fiscal year and by state. Thus, they can cite, for example,
that the total costs for Fiscal Year 1974 for Physician's
claims and other costs that were incurred by Navy beneficiar-
ies in the State of Florida amounted to $1,111.23, or whatever






2 Treasury FRM 2500
1060-108-03 VOUCHER FOR TRANSFERS
BETWEEN APPROPRIATIONS AND/OR FUNDS
Department, establishment, bureau, or office billing




ORDER NO. DATE OF
DELIVERY






Remittance in payment hereof should be aent to



















CERTIFICATE OF OFFICE BILLED
1 certify that the above articles were received and accepted or the services performed as stated and should be charged to
the appropriation (s) and/or fund(s) as indicated below; or that the advance payment requested is approved and should be paid
as indicated.
(Date)
(Authorized administrative or certifying officer)
ACCOUNTING CLASSIFICATION—Office Billed
Paid by Che^k No.
112

VI. THE CHAMPUS BUDGETING PROCESS
A review of Hearing Reports of the Senate and House of
Representatives Appropriations Committees enables one to ob-
tain the Department of Defense budgeted cost figures for the
CHAMPUS Program for several consecutive years. One should
not think, however, that by aggregating these cost submis-
sions that the total program costs can be obtained. By law
the CHAMPUS Program is for the dependents of the uniformed
services. The definition of uniformed services is written
to include the personnel of the Air Force, the Army, the
Navy, the Marine Corps, the Coast Guard, the Commissioned
Corps of the National Oceanic and Atmospheric Administration,
and the Commissioned Corps of the U. S. Public Health Service
The budgets of the Uniformed Services other than those of
the Defense Department are to be found in the various other
departmental budgets considered by Congress. The combined
budgets of the Coast Guard, the Commissioned Corps of the
National Oceanic and Atmospheric Administration and the Com-
missioned Corps of the U. S. Public Health Service comprise
about 3.5 percent of the total CHAMPUS budget. These budgets
are not readily available and are not explicitly considered
in this chapter.
In addition, in 1974, the Veterans Administration re-
quested and received permission to establish a CHAMPUS-type
program for its beneficiaries. Their program, commonly
called CHAMPVA, is a separate program from CHAMPUS operating
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through Regional VA offices in the OCHAMPUS framework.
Their program uses the OCHAMPUS forms and follows the OCHAMPUS
policies and claims processing procedures. The OCHAMPUS
contractors do the actual claims processing for the
Veterans Administration. OCHAMPUS acts primarily as a dis-
bursing agent in the reimbursement of the contractors for
professional services provided to VA beneficiaries. While
it is assumed that the Veterans Administration does budget
for the costs involved in their CHAMPVA Program, its budget
is also not readily obtainable and is not explicitly con-
sidered in this chapter.
In their budget submissions each of the three branches
of the Defense Department presents the budgeted costs in a
slightly different manner. Prior to Fiscal Year 1975 the
individual branches budgeted for the CHAMPUS Program as a
part of Program 8 - Training, Medical, and Other General
Personnel Activities of their respective Operations and
Maintenance Appropriation Budgets. Appendices B, C, and D
are the Fiscal Year 1974 budget submissions for the Army,
the Navy, and the Air Force, respectively, for the CHAMPUS
Program. These budget submissions were extracted from the
total service O&M budget for each branch of service and are
presented to demonstrate the variations in budget submission
format.
In spite of the slightly different forms of budget sub-
mission it is relatively easy to pick out the program costs.
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Table I presents the Department of Defense CHAMPUS budget
submission figures for Fiscal Years 1968 to 1974. In several
budget years the submitted cost estimates were not valid.
For example, estimate #1, Fiscal Year 1972, is the estimated
program costs in the original Presidential Budget. Estimate
#2 is the amount that the service chiefs testified to as the
true needs of the program in the House of Representatives
hearings. Estimate #3 is from the service chief's testimony
at the Senate Appropriation hearings. Appendix E, a verbatim
excerpt from Fiscal Year 1974 's House of Representatives
Appropriations hearings on the Army O&M Budget, illustrates
that an estimate cost may not really be an estimated cost
[Ref . 65] . This type of testimony is not uncommon in the
Department of Defense budget hearings. In most years,
CHAMPUS cost testimony is limited to trite questions of what
the program is and who is eligible for what type of benefits.
Usually, the questioner merely asks that such information
be supplied for the record.
In the Senate Appropriation hearings for Fiscal Year 1973,
Senator Allen Ellender, Chairman of the Senate Committee on
Appropriations, stated, "I see no reason to get into medical
care in non-service facilities since you have nothing to do
about it except pay the bills [Ref. 66]." And that was the
total mention of the OCHAMPUS Program costs in the Senate
for that year. Thus, one is led to the conclusion that the
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whatever figure of the branches of the Armed Forces say is
needed. In Table I the figures listed as "actual" are not
to be considered as the final DOD costs of the program.
These figures are the ones that are reported to Congress as
being the actual costs incurred for that year by the branches
of the Armed Forces. It should be noted that in nearly
every year the reported actual costs exceeded the budget
estimates for that year. It should also be noted that the
"actual costs" are obtained from the budget submissions two
years after a dollar amount is approved by Congress. To ex-
plain further, the "actual" costs shown for FY 72 in Appendi-
ces B, C and D are first reported in the FY 74 budget. The
FY 73 budget would have reported FY 71 costs as actual and
the FY 72 and FY 73 costs as estimated.
An initial step in analyzing these budget submissions
was to determine the percentage composition of the total
CHAMPUS budget. To do this the total CHAMPUS costs, both
budgeted and actual reported costs were summed. This figure
was then considered as the total cost figure for that year.
Then the respective figures submitted by the individual
branches of the Armed Forces were used to determine their
percentage share of the budget. Table II shows the results
of these calculations. In order to more accurately present
the percentage share of each year's budget and reported costs
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were considered as a separate entity. These costs were nor-
mally submitted as part of the Army's budget.
In reading Table II there seems to be two trends. First,
the OCHAMPUS operations costs seem to be decreasing as an over-
all percentage of the budget. Second, it appears that the
Air Force, in the last three of the years considered, has
considerably increased its percentage share of the program's
costs. It must be cautioned that Table I and Table II should
be read in conjunction with one another. For example, the
Air Force has increased its share of the program costs by
about 10 percent but its actual dollar amount of increased
costs in Fiscal Year 1974 's estimate is more than seven times
the amount reported as actual costs in Fiscal Year 1967.
A. NAVY'S CHAMPUS BUDGETING PROCESS
Prior to Fiscal Year 1976 the Bureau of Medicine and
Surgery (BUMED) was responsible for- the development of the
CHAMPUS budget [Ref . 67] . They prepared the preliminary
figures and forwarded them to the Comptroller of the Navy
(NAVCOMPT) for consolidation with other Operation and Mainte-
nance, Program 8 budgets. In July 1974, BUMED began prepara-
tion of its submission of the Fiscal Year 1976 budget. At
that time they had a copy of the May 1974 CHAMPUS Phaseback
Data (to be discussed in later section) and advance inpatient
care information for June 1974. This information was used to
develop a straight line projection which was used as the
starting point for the NAVCOMPT 76 submission.
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A straight line projection is an extrapolation of what is
going to happen in the future based upon historical data.
The CHAMPUS Program estimate for a given fiscal year is pro-
jected through the thirty-sixth month of the program by apply-
ing the rate of change of the most recent past year's actual
experience to the latest monthly figures for the fiscal year
being projected. This projection method assumes that the
fiscal year program being projected will change in direct
proportion to the most recent past year's experience. The
projections are made for inpatient and outpatient workload
and inpatient cost per day and outpatient cost per visit
for the categories of inpatient, outpatient medical and out-
patient psychotherapy.
To compute drugs, retarded and handicapped, and dental,
the prior ratio of change is computed using total obligations
experience. The ratio is then applied to the latest month's
recorded obligations in order to project the total funding
requirements for these three program categories. Table III
illustrates the use of the straight line projection technique
for the inpatient category as it was used in BUMED ' s NAVCOMPT
76 submission. Table IV illustrates the outpatient categories
projections. These straight line projections are used as the
basic starting point for completing the NAVCOMPT Submit. This
base year is then adjusted for anticipated physician shortage,
closure of hospitals, and contractor backlog to derive the
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adjustment is to enable one to more accurately estimate the
told costs for the base year. It should be noted that the
information available to BUMED at the time (June-July 1974)
provided cost data for twelve months. This data had to be
projected forward for an additional twenty-four months and
in order to make the projection as accurate as possible, the
various adjustments had to be computed and added to the origi-
nal projections. The adjusted FY 74 estimate is then used to
make the projections for the FY 75 estimate.
To project the Average Daily Patients (ADP) for Fiscal
Year 1975 the ADP estimate for Fiscal Year 1974 was divided
by the Fiscal Year 1974 population to get a hospital rate.
This rate was then applied to estimated Fiscal Year 1975
population to obtain the Fiscal Year 75 ADP estimate. The
estimate was then "adjusted" for physician shortages, hospital
closures, new hospital services additions - specifically the
addition of OB-GYN service at Naval Hospital, Long Beach -
and contractor backlogs to derive an adjusted estimate for
Fiscal Year 1975. The comments above pertaining to the pur-
pose of the adjustments should be kept in mind.
On 17 July 1974 BUMED budget officers obtained the follow-
ing backlog information from OCHAMPUS:
CLAIMS ON HAND 74 73 DIFF.
Mutual of Omaha 17,734 11,184 +6,550
Blue Cross/Blue Shield 13,583 13,864 - 281
Fiscal Year 73 Backlog 6,269
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The number of backlog CHAMPUS claims is then multiplied
by the average Length of Patient Stay (LOPS) taken from the
latest available Quarterly Statistical CHAMPUS Summary, in




Tri-Service Hospital Days 51,406
The Navy's portion of the backlogged claims was then com-
puted by dividing the number of actual Navy and Marine Corps
claims from Mutual of Omaha by the total number of CHAMPUS
claims for the states covered by contract with Mutual, then
multiplying the percentage by the above figure:
37,100 / 103,200 = 35.9% (Navy's Percentage Share)
51,406 X 35.9% = 18,455 Navy Hospital Days
Using data in the June 1974 CHAMPUS Phaseback Data the
percentage of actual Hospital Days Claimed by the three pati-
ent categories was computed. These percentages were then
applied to the Navy Backlogged Hospital Days Claimed to ob-
tain the Hospital Days Backlog by Patient Category for the
Navy:




Using the figures just computed, the Hospital Days Claimed
by Patient Category in the June Phaseback Data were increased
by 9,080, 7,290 and 2,085 respectively. Using the new totals
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a new straight line projection computation was made. The re-
sult was the estimated ADP for Fiscal Year 1975.
The next step in the budget development was to calculate
the various adjustment factors. The Naval Hospital, Boston,
was closed in June 1974. In reviewing monthly reports in
BUMED it was observed that the Average Daily Patient Load
for this hospital had been relatively stable from July 1973
to March 1974. Reports for April and May of 1974 showed a
marked drop in the ADPL. The computations used by BUMED to
show the effect of the closure on the CHAMPUS Program are as
follows:
1. ADPL Retired.
Jul-Mar: 9 month ADPL 192 / 9 = 21.33
FY 74; 12 month ADPL 208 /12 = 17.33
Effect is FY 74 adjustment to
CHAMPUS +4.0
2. ADPL Retired Dependents.
Jul-Mar: 9 month ADPL 111 / 9 = 12.33
FY 74: 12 month ADPL 119/12 = 9.92
Effect is FY 74 adjustment to
CHAMPUS +3.0 (Rounded)
It would seem that the total number of patients in each
of the two categories were divided by the nine and twelve
month factor to obtain the Average Daily Patient Loads. That
is, for retired persons there were 192 admissions in nine
months of the year and only 16 in the last three months (actu-
ally only two months as the hospital was closed in June, the
last month of the fiscal year) . It is not clear why the
twelve month ADPL was subtracted from the nine month ADPL and
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the difference termed the "Effect" of an adjustment to CHAMPUS,
It is thought that this difference might pertain to the phe-
nomenon that not all persons who could have used the Naval
Hospital would now use CHAMPUS. That is, some of these
patients would journey to other military hospitals and some
would not receive hospitalization but would have their prob-
lem treated on an outpatient basis. There was no indication
in data received from BUMED as to the effect the hospital
closure would have on the dependents of active duty personnel.
In July 1974, BUMED ' s conservative estimates were that
Naval Hospitals and Naval Regional Medical Centers would lose
over 400 physicians by the end of July. A decrease of
patient care delivery capability had already been felt in
May and June. In those months, BUMED believed that a shift
to CHAMPUS of approximately 2.0 percent had occurred. Using
the ADPL data for May and June this shift was translated into
an ADPL of approximately 142. The full year impact was com-
puted by multiplying the patient category percentages for
May and June, computed as the percentage of actual Hospital
Days Claimed by the three patient categories, by 24 to obtain
the yearly Adjusted ADPL by Patient Category. There was no
explanation as to where the figure "24" was obtained nor as
to its significance in the calculations. It is thought that
the "24" must be the number of average Patient Days associated
with the loss of the 400 physicians. The actual computations
used by BUMED are shown below:
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Yearly Ad j . ADPL
Patient Category Percentage by Pat. Cat.
Active Duty Dependents 47% x 24 11
Retired Dependents 41% x 24 10
Retired Members 12% X 24 = 3
Total 24
The calculations used to develop the Fiscal Year 1974
projected inpatient ADPL for the Fiscal Year 1975 Program
are shown in the following sections:
1. Active Duty Dependents.
Straight line projection (June) 1,474
Contractor Backlog 43
Navy doctor shortage 9
FY 74 projected ADPL 1,526
2. Retired/Deceased Dependents.
Straight line projection (June) 1,282
Contractor Backlog 30
Boston closure 3
Navy doctor shortage 8
FY 74 projected ADPL 1,323
3. Retired Members.
Straight line projection (June) 371
Contractor backlog 9
Boston closure 4
Navy doctor shortage 2
FY 74 projected ADPL 386
It should be noted that no adjustment was indicated in
the FY 75 estimate for active duty dependents which would re-
flect the effect of closing Naval Hospital, Boston. Further,
it must be noted that the Navy doctor shortage figures used
in the above calculations do not sum to 24. It is thought
that the difference can be attributed to the fact that some
patients would be treated at other military facilities
128

(other services or PHS) and that some care would be received
in an outpatient status versus an inpatient status. Another
possible explanation would be that the original figures of
11, 10, and 3 were subjected to some type of straight line
projection and were thus reduced to the figure shown.
It should be remembered that the above calculations are
presented to demonstrate the techniques used by BUMED in
developing the CHAMPUS Program budget. In order to fully
understand the import behind the figures it would be necessary
to have all of the base data available. This data was not
made available and thus no further comment or explanation of
the meaning of the above numbers can be made.
An adjustment to the straight line projection in the
medical outpatient visits category was also required due to
the projected shortage of physicians in late Fiscal Year 1974.
Most of the patients, forced to use the CHAMPUS Program for
the first time late in the fiscal year, will be subject to
the $50 and $100 deductible provisions. Thus, the impact on
CHAMPUS would be minimized. BUMED anticipated that the
physician shortage would have about a one percent impact on
CHAMPUS outpatient visits. This translated into about 230
visits per day for the last sixty-one days of the fiscal
year. The May and June actual percentage by patient category
of outpatient visits claimed was computed from the Phaseback
Data. The effect of the physician shortage on outpatient




Active Duty Dependents 32% X 230 = 74
Retired/Deceased Dependents 53% X 230 = 122
Retired Members 15% x 230 = 34
230
2. Conversion to Yearly Impact.
Active Duty Dependents 74 / 6 = 12
Retired/Deceased Dependents 122 / 6 = 20
Retired Members 34 / 6 = 6
38
3. Computation of Total Visits with Adjustments.
Patient Category May Straight Line Ad j . Totals
Active Duty
Dependents 608 +12 = 620
Ret/Dec Dependents 1,005 +20 = 1,025
Retired Members 268 +
_6 = 274
38 1,919
The same procedures were used to project the ADP for Fis-
cal Year 1976 as were used for Fiscal Year 1975 projections
except that the Fiscal Year 1976 projected population and
adjustments were used. These computations .and. adjustment cal-
culations are shown, without explanation, in the following
sections
:
1. Computations of ADP for FY 76, active duty dependents
FY 74 Adj. FY74 FY75 FY75 OBGYN
Workload + Pop. X Pop. = WORKLOAD - to LB =
1,507 902,969 908,609 1,517 4
Est. Adj. FY75 Adj. FY75 FY76 FY76
FY75 Workload + Pop. X Pop. = Workload
1,513 1,513 908,609 896,762 1,493























































The following sections demonstrate the calculation of
projections of CHAMPUS outpatient visits in the program cate-
gories of outpatient care excluding psychotherapy and out-
patient psychotherapy care.
1. Active Duty Dependents.
Outpatient Psychotherapy Population
FY 1974 Estimate 620 715 902,969
OB-GYN Addition, LB 34
Pgm Red -340
FY 1974 Adjusted 586 375
FY 1975 Estimate 590 378 908,609
OB-GYN Addition, LB - 7
FY 1975 Adjusted 583 378





FY 1974 Estimate 1,025 423 824,250
Boston Closure 54
Pgm Red 8 -194
FY 1974 Adjusted 1,087 229
FY 1975 Estimate 1,148 242 870,088
FY 1976 Estimate 1,200 253 909,335
Outpatient
FY 1974 Estimate 274
Boston Closure 33
St. Albans 1
FY 1974 Adjusted 308
FY 1975 Estimate 326







The cost per day computations were made by taking the
average cost per day for twelve months with a four percent in-
flation add-on for May and June 1974. The Fiscal Year 1975
cost per day reflects a 15 percent inflation increase over
Fiscal Year 1974 costs. Budget submission guidelines dic-
tated that Fiscal Year 1976 cost per day calculations were
to be held level with those of Fiscal Year 1975. It should
be noted that the four percent inflation add-on for May and
June 1974 is directly attributable to the removal of price
controls at the end of April 1974. The calculations and
supporting data for all cost categories of the CHAMPUS
Program are shown in the following sections.
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June 1974 Phaseback Percentage





















The average cost per day without the inflation add-on for
May and June 1974 is computed to be $135.12. The average
cost per day with the inflation add-on is computed to be
$136.07.












February 67.14 + 16..9%
March 66.34 + 16.,9%
April 69.33 + 16..9%
May 72.09 + 16,.9%
























Without the inflation add-on the average cost per day for
this patient category is computed to be $78.63. When the













3. Inpatient costs for retired members.
May 1974 Phaseback June 1974 Phaseback
(for FY 1973) (for FY 1974)







February 81.30 + 27% 103.25
March 78.71 + 27% 99.96
April 82.13 + 27% 104.31
May 79.84 + 27% 101.40 + 4% (4.06) = 105.46
June 85.67 + 27% 107.49 + 4% (4.30) = 111.79
The average cost per day for this patient category without
the inflation add-on is computed to be $97.59. The average
cost per day with the inflation add-on is $98.29 per day.
The application of plus-4% per month for the last two
months of the Fiscal Year resulted in a basic adjusted infla-
tion factor of 0.007. This factor, when applied to outpatient
care resulted in the costs per visit shown below. These
costs then reflect the affect of the Wage and Price Guide-
line removals from the health care industry in April 1974.
Medical Psychotherapy
Active Duty Dependents $18.13 $23.80
Retired/Deceased
Dependents 15.86 21.69
Retired Members 19.99 22.34
The baseline figures used in the calculations for infla-
tion effects on outpatient visits were the cost per visit
figures which had been calculated on a straight line projection
for May 1974. It should be noted that the May 1974 straight
line projection for psychotherapy program benefits was
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computed using the 1972 trend data because the method of
charging visits was changed in March 197 3. This change
ruined Fiscal Year as a base year for projection purposes.
The cost per day could not, therefore, be computed using
occurring costs changes based on the Fiscal Year 1973 straight
line projection. Thus, the figures shown for Psychotherapy
above are computed on straight line projection based on
Fiscal Year 1972 trend data.
Drug costs were not inflated by four percent since the
additional inflation in 1974 was mainly reflected in direct
health care delivery charges. The computations for Fiscal
Year 1974 drug costs are straight line projections of Fiscal
Year 1973 ($3,193 million) times the inflation rate factor
(0.007) for an added cost of $22,000 (total of $3,215 million).
For Fiscal Year 1975 a 15 percent inflation rate had been in-
dicated and there was an anticipated population growth fac-
tor of slightly over 3.38 percentage. The Fiscal Year 1975
computations used by BUMED were: FY 1974 cost ($2,428 million]
plus 3.38% plus the 15% inflation factor for a estimated cost
of $2,887 million. For Fiscal Year 1976 no inflation impact
was considered because of the budget guidelines; however, a
2.0 percent population growth factor was considered. Thus,
the FY 1975 estimate was increased by 2 . percent for a Fiscal
Year 1976 estimate of $2,945 million.
The retarded and handicapped cost category was also not
inflated by the 4 percent inflation factor for the reasons
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cited above. Using Fiscal Year 1973 straight line projec-
tion of $3,193 million times the yearly adjusted inflation
factor of 0.007 gives the fiscal year estimate of $3,215
million. In the Fiscal Year 1975 calculations there was an
assumption that the Navy would show approximately 30 percent
of the planned program reduction of $5.5 million in this
cost category. The Navy's share of the reduction amounted to
$1.65 million. Thus, using the Fiscal Year 1974 estimate,
$3,215 million less $1,650 million results in a figure of
$1,565 million. Adding on a 15 percent inflation factor
raised the figures to $1,800 million. Consideration of a
3.0 percent population growth factor raised the Fiscal Year
1975 projection to $1,854 million. As in the drug cost com-
putations no inflation factor was considered for the Fiscal
Year 1976 projection. A 2.0 percent population growth in
dependents of active duty servicemen was considered with the
resulting figure for the Fiscal Year 1976 estimate of $1,891
million.
Dental charges were also not inflated by the 4 percent
factor. They were inflated by the yearly adjusted inflation
factor of 0.007. These computations, using the Fiscal Year
1973 straight line projection of $4,153 million provided a
Fiscal Year 1974 estimate of $4,182 million. For Fiscal
Year 1975 the Dental Program of CHAMPUS was to be reduced by
90 percent of the Fiscal Year 1973 figure. The Fiscal Year
1973 program total for dental charges was $7,469 million
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which, when reduced by 90 percent, results in a Fiscal Year
1975 projection of $0,747 million. For Fiscal Year 1976 it
was planned that this program will be fully reduced and dis-
continued and thus there will be no funding requirement for
dental in Fiscal Year 1976.
B. FISCAL YEAR 19 76 NAVCOMPT SUBMIT
The final result of all of the foregoing computations is
the Fiscal Year 1976 BUMED submission to the Office of the
Comptroller of the Navy. The BUMED submission contained all
of the budget items relating to the Operation and Maintenace,
Navy appropriation, Program 8, Training, Medical, and Other
General Personnel Activities for which the Surgeon General
of the Navy/Chief of the Bureau of Medicine and Surgery acted
as the major claimant. The portion of this NAVCOMPT Submit
whic pertains to the CHAMPUS Program is shown in Exhibit 29A.
As mentioned in an earlier portion of this chapter, the
procedures described were in effect prior to Fiscal Year 1975
So, even though the figures shown are for the Fiscal Year
1976 budget, they were not the figures actually used for the
FY 1976 CHAMPUS budget. Beginning in Fiscal Year 1975 the
Executive Director, OCHAMPUS, prepared an operating budget
for the CHAMPUS Program. For that year his input to the bud-
get was based primarily on the guidance received from the
user services. This input guidance was developed, at least
for the Navy's input, using the methodology described above.
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It should also be noted that, as in previous years, the Army's
input guidance contained estimates of the costs for adminis-
tering the CHAMPUS Program at OCHAMPUS . This budget, part
of which is shown in Exhibits 29B, C, and D, was submitted
to the Office of the Assistant Secretary of Defense (Health
and Environment) for consolidation with other DOD budgets.
Congressional action in Fiscal Year 1975 appropriations re-
sulted in a CHAMPUS appropriation of $493 million with a pro-
vision that this figure was not to be exceeded during the
fiscal year.
In budget submissions for Fiscal Year 1976 the OASD
(H&E) , the DOD Comptroller and OMB budget guidance directed
that the budget would be submitted in accordance with what is
termed an "A-ll" budget submission [Ref . 68] . This type of
budget submission, shown in Exhibits 30, 31, and 32, is
more difficult to read and interpret. For example, in
Exhibit 30 the Health Related Programs Budget Data, a foot-
note defines what is included in the term "Other Services."
In reading this sheet there is no indication in any entry,
nor in the explanation of the costs, to reflect the cost of
operating the OCHAMPUS organization. In past years this
figure was in excess of $2.5 million. One is forced to con-
clude that these costs are in some way included in Adminis-
trative Costs, a component of Other Services. In previous
budgets, the term "Administrative Costs" was applied to those
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The data in Exhibit 31 is equally confusing. According to
the OMB guidelines, the figures should be considered as num-
bers of persons for each category. The numbers shown, however,
cannot be identified with any data recorded in OCHAMPUS.
There does not seem to be any way of relating these figures to
average daily patient load or numbers of claims, the two main
non-dollar reporting categories found in the CHAMPUS data base.
Exhibit 32 is also confusing in that it indicates no per-
sons over the age of 65 have received, or will receive, treat-
ment under the CHAMPUS Program. It is true that at age 65 a
person loses his eligibility under the CHAMPUS Program and is
then covered by the provisions of the Social Security Adminis-
tration's MEDICARE Program. There are, however, a substantial
number of retired persons and their dependents who cannot
qualify for the SSA's MEDICARE Part A and these persons can,
and do, continue to use the CHAMPUS Program. A beneficiary
who is not eligible for MEDICARE, Part A, must obtain a notice
of disallowance from the Social Security Administration and
submit it with a new retired military ID card which does not
preclude CHAMPUS eligibility after his 65th birthday. It
would seem, therefore, that the costs incurred by this segment




VII. THE CHAMPUS PHASEBACK REPORT
Throughout the history of the CHAMPUS Program there has
been a requirement for timely reports on the operations of
the program. During the period 1968 to 1971 OCHAMPUS published
an Annual Report. These reports, issued on 1 June of each
year, reported disbursements based on all claims processed
through 30 April of the year the report was issued. The Annual
Reports issued on 1 June 1969 and 1970 reported disbursements,
in six month segments, for the periods of 1 July 1967 to 31
December 1968 and 1 July 1968 to 31 December 1969, respective-
ly. The Annual Reports issued in 1971 and 1972 had a slightly
different reporting format. These reports covered only the
preceding calendar year. To explain further, the report issued
1 June 1972 covered the accumulated disbursements for the per-
iod from 1 January 1971 to 31 December 1971. In addition, all
r
of the above reports contained several statistical tables
which reported such information as OCHAMPUS overhead opera-
tional costs, estimated numbers of eligible dependents,
average daily patient loads, average length of stay, and aver-
age cost per day.
In 1972 OCHAMPUS discontinued the publication of these
Annual Reports and began publishing a monthly report titled
"Office for the Civilian Health and Medical Program of the
Uniformed Services — Phaseback Data." In a short time the
report became known as the CHAMPUS Phaseback Report. The
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Phaseback Report presents CHAMPUS data in three parts and nine
categories
.
The data is reported as an accumulated total for the
"Merged FYS," as yearly totals for two fiscal years, and as
monthly and yearly totals for two more fiscal years. To ex-
plain further, the September 1974 Phaseback Report would re-
port on claims and costs for Merged Fiscal Years 1957 through
1971, for yearly totals for Fiscal Years 1972 and 1973, and
for monthly figures and yearly totals for Fiscal Years 1974
and 1975. The Fiscal Year 1975 totals would, for the Septem-
ber 19 74 report, include only the summed monthly figures for
July, August and September 1974. The October 1974 Phaseback
Report would be essentially the same except that the monthly
figures for October would be included in the total reported
for Fiscal Year 1975. In September 1975, the Merged Fiscal
Years would be defined as the Fiscal Years 1957 to 1972. The
yearly totals would be reported for Fiscal Years 1973 and 1974
Monthly figures and yearly totals for Fiscal Year 1975 and
1976 would also be reported.
The Phaseback Report covers actual payments made by
OCHAMPUS to hospital contractors and fiscal administrators
and other authorized payees, that is, payments made directly
to beneficiaries. The report does not, however, reflect
payments made by the contractors for which they have not been
reimbursed by OCHAMPUS. Neither does it reflect the actual
amount of care furnished beneficiaries for which civilian
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sources of care have not yet submitted a claim for payment.
Because of these reasons, and because of the normal accumula-
tion of claims transactions during the month, the amounts
shown for any time period on the report will, almost without
exception, be different for amounts reflected for the same
time period on past or future reports.
The amounts shown for each time period of the report re-
flect the care provided by civilian sources which has been
paid on claims submitted within billing dates occurring during
the indicated time period. The amounts shown are net amounts
in that deductibles for outpatient care and drugs and for the
handicapped program are computed and subtracted by the con-
tractors. To the extent that all or part of this care was
actually rendered in a prior period and, dependent upon any
subsequent adjustment, amounts shown can vary from actual care
rendered during that period. The name of this report is de-
rived from the fact that, to the fullest degree possible,
numbers and amounts of claims are "Phased Back" for inclusion
in the accumulation for the time period in which the applica-
ble care was rendered rather than the period in which the
claims were paid.
Part 1 of the Phaseback Report reports the numbers of
claims and the associated professional charges in summary form
and in more detailed breakdowns of the data by user categor-
ies. The Summary Section reports the number of claims and
associated costs in totals for all the branches of the
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user services and in totals for each of the service branches,
that is, for the Army, the Navy, the Air Force, and the Public
Health Service. The next section titled "All Services" is
essentially a breakdown, by patient categories and by cost
categories, of the Summary Costs for all of the user services.
The next four sections report in further detail the "All
Services" data by the same patient and cost categories for
each of the user services. These sections, as well as the
section for All Services, each take up eighteen pages.
There are essentially four patient categories and five
cost categories used in reporting the data in the above-men-
tioned sections. The patient categories are:
1. Dependents of active duty and NATO personnel.
2. Dependents of retired or deceased members, including
Title III retirees.
3. Retired members.
4. The fourth patient category is actually a summariza-
tion of the above three categories and is termed "All Benefi-
ciaries." In the following paragraphs each of the major cost
categories and their subcategories will be identified and,
where possible, an explanation of the composition of the ele-
ments of the category will be presented.
A. INPATIENT
This cost category covers the inpatient hospital and
physician's charges. It must be pointed out that not all such
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charges and claims are for actual inpatient care. Provisions
of the CHAMPUS Program specify that all claims and charges for
pregnancy cases shall be reported as inpatient charges. In
addition, any outpatient care obtained thirty days prior to
and 120 days after hospitalization is to be considered as in-
patient charges for billing purposes.
The subcategories of the inpatient cost category are
titled in the following general format: (patient category),
Physician and Hospital Inpatient Only, Excluding Dental. An
additional phrase of "Excluding Handicapped Dependents" is
inserted in the subcategory title just after the patient cate-
gory. Each subcategory is further broken down into three
sections. The Hospital section reports the total number of
inpatient days by the fiscal year and month breakdown dis-
cussed previously, the number of claims, and the cost for in-
patient hospital care. The Physician section reports the num-
ber of claims and costs for inpatient physician care and the
third section reports the total inpatient costs and the number
of claims.
B. OUTPATIENT
This category reports outpatient care received by eligible
beneficiaries. The phrase "Excluding Drugs, Handicapped, and
Dental" appears in the subcategory title. Each subcategory
is further reported by each of the patient categories. The
comments in the previous section concerning the problem of
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counting outpatient care as inpatient care should be re-
called.
The subcategories in the outpatient data are:
1. Physician Outpatient Care
2. Psychotherapy Outpatient Care
3. Physician Outpatient Care Excluding Psychotherapy -
and the other exclusions cited above.
In each of the subcategories the reporting format is to
list the number of visits, the number of claims resulting
from those visits, and the associated charges arising from the
claims. In addition, the results of calculations for the aver-
age cost per visit and the average cost per claim are pre-
sented.
C. DRUGS
This cost category reports the claims and costs for pre-
scription drugs purchased by the beneficiaries as part of
their outpatient treatment. It also includes items of durable
equipment which are determined by a physician as necessary
for the effective treatment of a medical condition and which
cost more than $50. Costs are reported for each patient cate-
gory as in previous cost categories. The general report for-
mat for drugs is to list the number of prescriptions, the
number of claims, and the government cost.
The government cost figure can be rather complex. If the
drug is dispensed by a physician in connection with an office
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visit or a home visit, the physician is reimbursed at the ac-
tual cost of the drug. If the drug is obtained through a
pharmacy, the pharmacist is reimbursed for the cost of the
drug at wholesale price plus a pharmacy professional fee
which represents the average per prescription gross margin.
Gross margin in this context consists of total prescription
overhead costs plus net profit computed at a flat average
charge. The professional fee is added to the acquisition cost
of a drug to determine the maximum allowable prescription
charge.
D. HANDICAPPED DEPENDENTS
The Program for the Handicapped applies only to dependents
of active duty personnel who have a serious physical disabili-
ty or moderate or severe mental retardation. The Physically
Handicapped Only Excluding Dental subcategory reports the
number of claims and associated charges for non-residential
treatment and for residential treatment. In addition, the
number of days of residential treatment are reported. A final
section of this subcategory entitled "Total" is a summariza-
tion of the figures for the two classes of treatment.
The Mentally Retarded Only subcategory reports the number
of claims and the professional costs for the treatment of the
mentally retarded. The reporting format is the same as is
used in the Physically Handicapped subcategory. The third
subcategory is a summarization of the two preceding subcate-




Dental care is reported in terms of inpatient and outpati-
ent costs and numbers of claims. As in previous cost cate-
gories there is a third subcategory of total claims and costs
which summarizes the other two subcategories. The claims and
costs for dental care are reported for each of the patient
categories as was found in other cost categories.
F. AVERAGE DAILY PATIENT LOAD
Section seven of the Phaseback Data comprises Part 2 of
the report. This part/section reports workload data in terms
of average daily patient load for all services and for each of
the user services. The average daily patient load is further
broken down by the beneficiary categories. The general re-
porting format is:
Daily 12 Month Average Length
Average Moving Average of Stay
XXX XXXX X.X
It must be noted, however, that the 12 Month Moving Average is
reported only for the monthly figures.
. G. COSTS
Sections eight and nine comprise Part 3 of the Phaseback
Data. Part 3 is concerned with costs of the operations of the
program. Section eight reports the Inpatient Cost Per Patient
Day. This data is reported by all services and by the user
services by each of the patient categories discussed earlier.
















The last section of the Phaseback Data is the Reconcilia-
tion of Report Data to Cost by Fiscal Year. Data in this sec-
tion is reported in two methods. The first section reports
on the Reconciliation of Report Data to Disbursements by All
Services, by the user services, and by the Veterans Adminis-
tration. The discussion in an earlier chapter concerning the
VA's use of the CHAMPUS Program should be recalled. The re-
port format used in this subsection is shown below:






LESS VOUCHERS IN PROCESS (XX) (X) (X) (X)





















TOTAL DISBURSEMENTS XXXXX XX XX XX XX X
The remaining subsection titled "Total Cost by Fiscal
Year" reports the total costs of the program, accumulated
XXX XX XX XX XX -0-
XX X X X X X
XX X X X X -0-
-0-
XX X X X X -0-
XX X X X X -0-
XX X X X X -0-
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total costs for the merged fiscal years, the yearly totals
for four more fiscal years, and a grand total of all the
costs incurred over the life of the CHAMPUS Program.
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VIII. READING THE CHAMPUS PHASEBACK DATA
The preceding chapter discussed the format of the CHAMPUS
Phaseback Data in order that one might get an idea of the
composition of this voluminous report. Because of its format,
the Phaseback Data is relatively easy to read. It is not,
however, easy to relate what one has read to any previous re-
ports.
A. CALENDAR YEARS 1968 TO 1971
The published Annual Reports of the Office for CHAMPUS
for Calendar Years 1968 and 1971 were used in compiling the
data for Tables V, VI, VII and VIII. In Calendar Years 1968
and 1969 the CHAMPUS report format was to present accumulated
costs on a six month basis in four basic cost categories and
to include three six month periods in each report [Refs. 69 and
70] . The Annual Reports for Calendar Years 1970 and 1971 had
a different format. Costs were accumulated for a full calen-
dar year and reported on a yearly basis, that is, they were
reported without the six month breakdowns found in the previ-
ous reports. Lacking detailed knowledge of the accounting
procedures used, the reported figures were divided by two and
equal amounts were assigned to each fiscal year. Thus, the
dollar amounts reported for Fiscal Years 1970 and 1971 should
be regarded as approximations only. They are used later in
this chapter to demonstrate the program's growth and, as such,




REPORTED CHAMPUS COSTS FOR FISCAL YEAR 19 68
($ IN THOUSANDS)
COST ,
CATEGORY ARMY NAVY AIR FORCE TOTAL
Inpatient $15,809 $15,771 $10,398 $ 90,853
Hospital 18,700 17,771 12,404
Inpatient 948 1,342 967 9,951
Physician 2,037 2,573 2,084
Outpatient 8,176 8,779 5,442 48,809
(Note 2) 9,550 10,263 6,599







Source: CHAMPUS, TWELFTH ANNUAL REPORT, 19 69.
Note 1: ]First number iri each cost c;ateqory represents cos-
for first six months of the fiscal year. Second number is the
second six months of the fiscal year.
Note 2 : Includes drugs and outpatient dental costs.
TABLE VI
REPORTED CHAMPUS COSTS FOR FISCAL YEAR 1969
($ IN THOUSANDS)
COST ,
CATEGORY ARMY NAVY AIR FORCE TOTAL
Inpatient $23,525 $20,427 $14,744 $122,893
Hospital 24,979 22,486 16,732
Inpatient 11,981 11,777 7,678 64,746
Physician 12,513 12,451 8,346
Outpatient 1,670 2,039 1,695 15,703
(Note 2) 3,127 3,888 3,284







Source: CHAMPUS, THIRTEENTH ANNUAL REPORT, 1970.
Note 1 ; First number in each cost category represents costs
for first six months of the fiscal year. Second number is the
second six months of the fiscal year.




REPORTED CHAMPUS COSTS FOR FISCAL YEAR 1970
($ IN THOUSANDS)
COST ,
CATEGORY ARMY NAVY AIR FORCE TOTAL
Inpatient $26,907 $23,169 $17,040 $146,879
Hospital 31,590 26,834 21,339
Inpatient 12,625 12,329 7,894 70,868
Physician 14,456 13,701 9,863
Outpatient 2,053 2,632 2,172 18,440
(Note 2) 3,418 4,310 3,855







Source: CHAMPUS, FOURTEENTH ANNUAL REPORT, 19 71.
Note 1 : First number in each cost category represents costs
for first six months of the fiscal year. Second number is the
second six months of the fiscal year.
Note 2: Includes drugs and outpatient dental costs.
TABLE VIII
REPORTED CHAMPUS COSTS FOR FISCAL YEAR 1971
($ IN THOUSANDS)
COST ,
CATEGORY ARMY NAVY AIR FORCE TOTAL
Inpatient $31,590 $26,834 $21,339 $174,846
Hospital 35,685 31,356 28,042
Inpatient 14,456 13,701 9,863 82,316
Physician 16,015 15,581 12,700
Outpatient 3,418 4,310 3,855 28,229
(Note 2) 4,782 6,214 5,650







Source: CHAMPUS, FIFTEENTH ANNUAL REPORT, 1972.
Note 1 : First number in each cost category represents costs
for first six months of the fiscal year. Second number is
the second six months of the fiscal year.




Exhibit 33 demonstrates still another problem found in
reading the CHAMPUS reports. The two sets of figures repre-
sent the first half of Fiscal Year 1969 as reported at the
end of Calendar Years 1968 and 1969 respectively. In both
cases, the reported dollar figures represent all claims pro-
cessed through April 30 of the next calendar year. If one
can assume that these differences are typical in the Annual
Reports, the results of any comparisons made with the amounts
shown in Tables VI to IX must be viewed with some degree of
skepticism.
B. FISCAL YEARS 1973 AND 1974
Tables IX and X are the reported figures for Fiscal Years
1972 and 1973. The dollar amounts for these years were ob-
tained from the July 1974 Phaseback Data [Ref. 73]. The
Office for CHAMPUS began using this report format in 1972.
To date, however, copies of the reports published in 1972 and
1973 have not been obtainable.
In a Phaseback Data which is issued on a monthly basis,
the costs are accumulated on a monthly basis. The particular
month's report used exerts an influence on the reported costs.
For example, in Table X the reported Inpatient Hospital claims
costs for the Navy is $70,734,000 in the July report. The
same cost category in the August 1974 report is $70,739,000
and in the September 1974 report it is $70,751,000. One could
argue for using the latest report that is available. To do
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Source: CHAMPUS PHASEBACK REPORT, July 1974.
Note 1 : Number in each cost category represents an entire
fiscal year. No six month breakdowns available.
Note 2 : Includes drugs and inpatient and outpatient dental
care.
TABLE X





































Source: Same as Table 7.
Bote 1 : Same as Table 7.
Note 2: Same as Table 7.
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— and even then the reported figures would not be a "total"
cost for that year. Another alternative would be to use only
cost figures that are at least two years old. While such a
procedure may produce more valid comparisons of cost, it would
also exclude those years in which the cost increases have been
the most dramatic.
C. EXPENDITURE RATES
Based on historical operating data over the eighteen year
life of the program, CHAMPUS officials have been able to plot
the rate at which funds are disbursed to contractors. The
appropriation for the CHAMPUS Program is what is termed a
"one-year" appropriation. This means that obligations may be
incurred against the appropriation for one fiscal year. The
expensing of these obligations may, however, take place over
the following two fiscal years. To rephrase this last state-
ment, the CHAMPUS Program payments cover 36 months. To ex-
plain further, care may be provided in July of Fiscal Year 197X
but claims will continue to be paid until the thirtieth of
June, Fiscal Year 197X+2.
In terms of financial management, the rate of expenditure
of funds in any program is important. By the very nature of
the CHAMPUS Program the rate of obligation is uncontrollable
since a potential obligations occur anytime a dependent or a
retired person receives care from a civilian source. The rate
of expenditures for the CHAMPUS Program have been, and are,




CHAMPUS PROGRAM EXPENDITURE RATES
EXPRESSED AS PERCENTAGES
MONTH FY 70 FY 71 FY 72 FY 7 3
1 .2 .05 .05 .05
2 1.0 .2 .6 .6
3 4.3 2.3 5.3 5.6
4 9.6 5.9 9.7 11.6
5 16.2 11.9 17.7 17.6
6 22.4 19.5 23.2 24.1
7 27.0 26.3 31.6 30.2
8 34.7 33.8 37.8 38.5
9 43.8 44.6 46.6 45.6
10 52.3 53.5 53.0 56.4
11 60.5 60.1 64.2 63.8
12 68.5 71.5 74.7 73.3
13 77.3 81.4 80.1 79.8
14 82.6 87.7 87.9 87.5
15 87.3 92.5 93.3 92.1
16 90.9 94.4 95.6 94.6
17 93.6 95.8 96.6 95.7
18 95.3 96.8 97.1 96.6
19 96.3 97.5 97.7 97.4
20 97.0 97.8 98.1 97.7
21 97.7 98.2 98.5 98.2
22 98.1 98.5 98.7 98.5
23 98.6 98.7 99.1 98.7
24 98.8 99.0 99.2 99.0
—25 99.0 99.2 99.3 99.2
26 99.2 99.3 99.3 99.3
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of percentage of total funds available at the end of the fis-
cal year, the rate of expenditure of funds over the life of
each fiscal year's appropriation. The exhibit spans four of
the more recent fiscal year. It will be noted that the ex-
hibit covers only twenty-six months for each fiscal year's
appropriation. The increment in percentage of funds ex-
pended for the remaining ten months totals less than one per-
cent for all years. As can be seen in all four of the years
studied, by the twenty-fourth month, over 99 percent of avail-
able funds have been expended. It should also be noted that
the expenditure rate for any given month, especially after
the twelfth month, remains relatively constant over the four
years shown.
The data for Fiscal Year 1974, as reported in the July
1974 Phaseback Data, represents the amount of expenditures
through the twelfth month of the porgram. From Exhibit 3 3
one can see that by the twelfth month an average of about 72
percent of the total expenditures have been recorded. Using
the July 1974 data and projecting it through the twenty-sixth
month results in the figures in Table XII. By using the
projection technique just described the figures in this table
may be considered compatible with the figures shown for the
other time periods discussed above. The total costs expended
for the program and by each of the three branches of the
Armed Forces are presented graphically in Exhibits 35 and 36.




































TOTAL $142,144 $163,061 $166,560 $471,765
Source: Same as Table X.




CHAMPUS Program are continuing to rise at a fairly rapid rate
Perhaps the most significant feature of the Armed Services
graph is relatively rapid growth exhibited by the Air Force.
In 1968 it accounted for about 25.3 percent of the total
program costs. In the projections for Fiscal Year 1974 it
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D. INTERPRETING THE CHAMPUS REPORT
Reading a CHAMPUS Phaseback Report for any given month is
not too difficult. It is more difficult, however, to inter-
pret the information found in the report without resorting to
previous reports. The following tables represent an attempt
to attach some significance to the Phaseback Data.
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The tables were constructed from data found in the September
1974 Phaseback Data.
Table XII was developed by using the data found in the
Summary Section of the report. Costs for each entry were div-
ided by the number of claims. The result, the average expendi-
ture per claim, is shown. The comments made earlier concerning
the problems associated with counting some outpatient care as
inpatient care should be kept in mind when reading this and
successive tables.
Tables XII through XIX are based on the information from
Section 2, All Services, and Section 4, Navy, of the Phaseback
Data. The calculations used to compile Table XIII and Table
XIV are as follows.







. = Average Days Per ClaimHospital Claims 3 J
2. Hospital Costs
= Average Cost Per claim _ HospitalHospital Claims
3. Hospital Costs
= Aver Cost Per Hospital DayHospital Days 3 r *
4. Physician Costs






= Average Cost Per Inpatient ClaimTotal Claims ^ ^
Tablex XV, XVI, and XVII concerning outpatient charges
were constructed by entering the average cost per claim and
average cost per visit from the Phaseback Data and performing
the following calculations.
1. Number of Visits
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Table XVIII covers drug claims. The calculations used in
compiling this table are:
1. Number of Prescriptions
_
Average Prescriptions
Number of Claims Per Claims
2. Government Cost _ Average Cost Per




Number of Prescriptions Prescription
The calculations used in compiling Table XIX, Dental
Care, are:
1. Inpatient Cost Average Inpatient Cost
Inpatient Claims Per Claim - Dental
2. Outpatient Cost Average Outpatient Cost




Total Claims Per Claim - Dental
From reading these tables one can get an idea of the af-
fect of the usage of the CHAMPUS Program by Navy beneficiar-
ies. The tables indicate that, for most of the cost categor-
ies, Navy beneficiaries incurred a slightly higher average
cost for the treatment that they received as compared to the
total costs for each category. It is possible that, since
most Navy beneficiaries live in large coastal cities, the
higher costs can be attributed to the higher costs of living
in those cities.
It is especially interesting to note Table XVIII, Drug
Claims. Note that the Average Cost Per Prescription, the
Average Cost Per Claim, and the Average Number of Prescrip-
tions are nearly identical in all entries for the dependents
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of retired and deceased personnel and the entries for retired
members. This would seem to indicate that the dependents and
the retired members purchased exactly the same types of pre-
scriptions in exactly the same amounts and at the same cost.
The probability of such an occurrence is extremely small. A
more likely conclusion is that the OCHAMPUS computer program
for this cost category contains some anomaly that produces
this phenomenon. This question was raised in conversations
with the Director of Management Services at OCHAMPUS. No
definitive answer to the question has been provided.
The above tables presented the results of calculations
described above for dependents of retired and deceased per-
sons and for retired members only. No attempt was made to
perform similar calculations for dependents of active duty
persons or for the handicapped program. The effect of the
deductible provisions in the outpatient category and the
variable - according to rate or rank - co-payments required




IX. SUMMARY OF FINDINGS
This study of the CHAMPUS Program has traced the legis-
lative history of dependents ' medical care from its inception
to the present. The program began as a permissive, "only
for emergency care in military facilities" type of benefit.
It has developed into a legal right under which the depend-
ents of active duty and retired or deceased persons and re-
tired military members must be provided health care at either
a military medical facility at no cost or at a civilian medi-
cal facility at minimal cost to the patient.
The legislative history chapter detailed the various
proposals to Congress, the types of testimony for and against
these proposals, and the resultant Congressional action.
This demonstrated the interactions between Congress, the De-
partment of Defense, and the civilian organizations such as
the American Medical Association.
The chapter on the OCHAMPUS organization provided a
picture of the administrative process presently used to man-
age the complex program. The description of claims process-
ing provides an idea of how program contractors, providers
and administrators interact with the beneficiaries and the
health care providers.
Considerable thought has been given to having OCHAMPUS
perform all of the claims processing actions presently
accomplished by Blue Cross, Mutual of Omaha and the several
180

Blue Shield and State Medical Societies. On the surface this
suggestion seems feasible but further consideration proves it
to be impracticable. If OCHAMPUS were to process all claims,
their present computer facilities would be woefully inade-
quate. To expand their facilities would require several
million dollars. Another factor is the number of persons re-
quired to review all the claims. Regardless of how sophisti-
cated a computer setup is used, people are still needed to do
the manual phases of the processing. The several CHAMPUS
fiscal intermediaries process over 265,000 claims per month.
To do this approximately 670 persons are employed by these
contractors. Still another factor is the CHAMPUS requirement
of maintaining a personal history file. These files, even
when on computer tape, occupy a large amount of space. This
would mean that OCHAMPUS would have to expand its storage
area, which in time, would mean additional investment in equip-
ment and buildings as well as more people.
Other factors, such as maintenance of provider profiles
and claims activity and audit files, would take more space,
equipment and personnel. It is thought that these files
would not be as comprehensive nor as accurate as the ones
currently maintained by fiscal intermediaries. For example,
Blue Shield of California maintains a provider profile on
every physician in the State of California. This profile
allows them to accurately determine area "customary" fees.
If OCHAMPUS maintained such a profile system, it would be
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comprised of only those providers who accepted CHAMPUS pati-
ents and thus the area "customary" fees would be composed of
a smaller number of providers and would, most likely, be not
as accurate.
The chapter on the budgeting for the CHAMPUS Program
outlines other problems associated with administering a pro-
gram as vast as the CHAMPUS Program. It is quite evident
that the costs of this program are rising and at a rapid
rate. Until the past year the price increases associated
with inflation could be fairly accurately predicted. The
number of eligible persons can be accurately predicted. It
is more difficult, however, to estimate how many persons will
utilize the program's benefits in future years. It is equally
difficult to predict how many times in a year a single per-
son will use the program, for how long, and at what cost.
The remaining chapter which discussed the CHAMPUS
Phaseback Data Report were meant to be descriptive of the
overall CHAMPUS reporting system. As mentioned in those
chapter there is another report, a quarterly statistical
summary. These reports are published for the managers of
the CHAMPUS Program. In that regard they receive a limited
distribution. Less than 60 copies of the report are pub-
lished. Each of the Surgeon Generals receive the report,
the Comptrollers of each of the services receive the report,
and the Assistant Secretary of Defense receives the report.
The CHAMPUS Phaseback Data is, as has been discussed above,
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difficult to read. Even if one assumes a basic knowledge
of the CHAMPUS Program it is difficult to read and interpret
the report. Indeed, it seems that the only part of the re-
port one could readily utilize is that section that pertains
to costs. It is the author's understanding that the Quarter-
ly Statistical Summary is in a similar format. (A copy of
this report was not made available for the study.) One then
wonders if this data is in a format which can be readily
utilized by these managers. When one considers the differ-
ence in the FY 1976 budgets discussed above, it becomes
apparent that the reports are not interpreted the same by
the various agencies. It is, therefore, the author's opinion
that there is room for improvement in the report format.
As of January 195, the CHAMPUS Program was in the throes
of change. Nearly all of the changes resulted from the
increased interest on the part of the members of the U. S.
Congress. The current CHAMPUS appropriation is funded with
a specific dollar ceiling. The Assistant Secretary of De-
fense (Health and Environment) is under Congressional mandate
to get the program's costs under control. Some possible ways
to do this is to reduce the allowable benefits, change bene-
fits from one cost category to another, or to stop all bene-
fits when the dollars run out. The latter is clearly not a
feasible alternative. Thus, policy changes in the arena of
the first two alternatives have been made.
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Other methods of cutting program costs are being studied
by several groups including the Surgeon Generals, the Assis-
tant Secretary of Defense and the Office of Management and
Budget. These studies are primarily concerned with the bet-
ter management of the program. It is the author's opinion,
however, that the program's management, at least at the
OCHAMPUS level, is quite good. The staff at OCHAMPUS is con-
cerned about the costs and is striving to find ways of re-
ducing them. The introduction of the Word Processing System
has reduced the number of secretarial persons needed to pre-
pare reports. They are in the process of computerizing the
Finance and Accounting Division. This step will serve to
reduce the contractor invoice processing time. The Contract
Administration Division is constantly monitoring claims pro-
cessing activities of the contractors and working with them
in an effort to reduce the claims backlog. The Liaison Divi-
sion is striving to better educate the beneficiaries as to
allowable benefits of the program.
On top of the budget limitations are the effects of in-
flation. Budgetary guidelines required that the Fiscal Year
1976 budget be held at the level of the Fiscal Year 1975 bud-
get. In view of the double-digit inflation in the nation,
and especially in the health care industry, such a requirement




mat this program is complex cannot be denied. It has
three management levels, i.e., ASD, OCHAMPUS , and fiscal
intermediaries that cc net always knew what each other's
needs are. The amount of paperwork necessary to "manage"
this program is, although considerable in bulk, not complete-
ly unmanageable. It would seem that the CHAMPUS Program, as
ii is presently structured, does little in allowing the bene-
ficiary a vine in its operation. True the beneficiary does
have the freedom si choice as to whether he goes to a mili-
tary cr civilian facility sue once that choice is made, he
has no further voice in the program's operation. There is
nothing in che IHAM? "J3 Trogram that encourages the beneficiary
to ship around fir che best available care at the lowest
price. This fa see if the program's management could use
r: re emphasis .
There are a couple of subject areas that need further
study. Both the budgetary and the accounting processes can
stand mire indepth study. As was apparent from this study,
n is very difficult to match budgeted dollars with expended
dollars. It is hoped that another such study in these sub-
ject areas could provide rsre understanding on these subjects.
Another area which is in need of more study is the organiza-
tional relationships which are in existence at the Office of
the As siscan Secretary :f Defense. lurch ir sou iy :f ihesi
relations; ips may provide some valuable insight into the
policy decision-making process and, in turn, may assist those
1E5

in CHAMPUS management to better understand their role and the




SUMMARY OF DEPENDENT MEDICAL CARE LEGISLATION
1799 - "An Act in addition to "An Act for the Relief of Sick
and Disabled Seamen" (a)", 2 March 1799.
Established that active duty and retired person-
nel of the Navy and Marine Corps would have deducted
from their pay a sum of twenty cents per month to
provide for their care if they became sick or dis-
abled.
1811 - "An Act Establishing Naval Hospitals," 26 February 1811.
Provided that funds from above law were to be
used to form a "fund for Navy Hospitals." Further pro-
vided that active duty and retired Navy and Marine Corps
personnel could be admitted to these hospitals.
1884 - "Appropriations Act for the Army," 5 July 1884.
Contained a proviso in Medical Department Appro-
priations to allow Army Medical Officers to treat
families of officers and enlisted men without charge.
1899 - "An Act to reorganize and increase the efficiency of
the personnel fo the Navy and Marine Corps of the
United States," 3 March 1899.
This act, in Section 13, stated that commissioned
officers were to receive the same pay and allowances
as Army officers of equal rank. This was interpreted
by the Navy as allowing Navy Medical Officers to treat
active duty dependents in Navy medical facilities.
194 3 - "An Act to provide for the expansion of Navy medical
facilities," Public Law 51, 10 May 1943.
This act defined the word "dependent" and spelled
out that care was to be provided for "only acute medi-
cal and surgical conditions."
1956 - "Dependent Medical Care Act," Public Law 84-569, 7
June 1956.
This was the basic program for dependent medical
care. Major points were (a) patient payment of $25
for inpatient care from civilian sources, (b) inclu-
sion of maternity care from civilian sources as a
benefit, and (c) retired and their dependents could
use military facilities.
1956 - "Amendment to Title 10, USC," 10 August 1956.
This amendment, in essence, codified the above
law as part of Title 10, United States Code.
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1958 - "Amendment to Title 10, USC," 2 September 1958.
This amendment changed the purpose statement and
added a special case consideration for inpatient care
for nervous and mental and chronic conditions.
1965 - "Amendment to Title 10, USC," 16 September 1965.
This amendment provided that future military hos-
pital construction should include facilities for
obstetrical care.
1966 - "Military Medical Benefits Amendments of 1966," Public
Law 89-614, 30 September 1966.
These amendments to the basic law provided for
outpatient care for active duty dependents, made pro-
visions for care (inpatient and outpatient) for mental
and physically handicapped dependents of active duty
and provided for civilian inpatient and outpatient





OPERATION AND MAINTENANCE, ARMY
BUDGET SUBMISSION, FY 1974
Total Operation and Maintenace, Army $7,548,913
rogram 8: Training, Medical, and Other
General Personnel Activities 1,726,710
Budget Program: Medical Programs 644,300
Appropriation
:
Operation & Maintenance, Army Actual Estimate
FY 1972 FY 1973 FY 1974
Budget Pgm, Pgm Element, or Bud Proj Acct.
81214 Medical Care in Non-Service
Facilities (Executive Director) $141,367 $178,555 $206,627
JUSTIFICATION.
Section 1 - Purpose and Scope
This program provides for the administration of the Uniformed
Services Health Benefits Program by The Surgeon General of
the Army as Executive Director. Medical care is provided to
the Dependents' Medical C Tre Act (10 U.S.C. 1071-1087) as
modified by Section (25) of Public Law 85-861 and 89-614.
Included is inpatient and outpatient medical care furnished
dependents of active duty personnel, retirees, and dependents
of retired and deceased of the Uniformed Services in civilian
facilities in the United States, Puerto Rico, Canada and
Europe. Included also is a program of health services,
training and special education and rehabilitation for handi-
capped dependents of active duty personnel.
Section 2 - Justification
The fund requirement for the Army portion of Uniformed Serv-
ices Health Benefits Program for Fiscal Year 1974 amounts to
$206,627,000 and is based upon the most recent experience,
optimum utilization of the Uniformed Services facilities,
and the fact that dependents residing apart from sponsor
may, by law, choose between federal and civilian hospitals.






























and Deceased 1,225 1,460 1,600
Retired Members 400 514 576
Patient Days 1,297,470 1,417,660 1,487,740
Dependents, Active
Duty 702,720 697,150 693,500
Dependents, Retired
and Deceased 448,350 532,900 584,000
Retired Members 146,400 187,610 210,240
Cost Per Patient Day
Dependents, Active
Duty $106.41 $113.33 $120.70
Dependents, Retired
and Deceased 60.13 64.04 68.20
Retired Members 75.65 80.57 85.81
In Thousands of Dollars













Outpatient Care Costs 12,153 19,699 22,582
Drugs 1,750 3,017 3,871
Handicapped 2,712 3,762 3,989
Dental 4,102 12,500 21,976
Europe 1,500 2,900 2,000
Total Medical Care
Costs ($135,027) ($170,129) ($196,893)
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Administrative Costs ($6,340) ($8,426) ($9,734)
Claims Processing
Costs 4,340 6,413 7,757
CHAMPUS Office 2,000 2,013 1,977
Total Requirements $141,367 $178,555 $206,627
Section 3 - Summary of Budget Changes
In Thousands of Dollars
FY 1973 Estimate $178,555
Reductions
1. One-time Management Study of
Health Maintenance Organiza-
tions $57
2. Reduction in Average GS grade 12
Total Reductions -69
Increases
1. Continued Rise in medical
care costs $9,154
2. Increased medical workload 18,954
3. Annualization of graded
pay raises 33
Total Increases 28,141




OPERATION AND MAINTENANCE, NAVY
BUDGET SUBMISSION FY 197^
Total Operation and Maintenance, Navy $6,69^,1+79
Direct Program 8: Training, Medical, and Other General
Personnel Activities 820,676
Budget Program E : Medical Support 360, 931
Budget Program E: Medical Support:
(1) Hospital Operations
(2) Care in Non-Service Facilities: (in Thousands)
FY 7^ Est $189,039
FY 73 Est 169,238
FY 72 Act 139,020
This budget program provides funds for inpatient and outpatient care
of active duty and retired Navy and Marine Corps personnel and their dep-
endents in other than service facilities. The funds requested for this
purpose are based on fiscal year 1972 actual experience applied to planned
Navy and Marine Corps strengths and estimated number of eligible dependents
in fiscal year 197^, using prescribed charges for hospitalization and
treatment where applicable. The increase requested in FY 7^ is due to
increased utilization of the CHAMPUS Program in addition to the continuing
increased cost of private medical care. Workload and fund requirements
for this program are as follows: (Ave. daily Pts) (Obligations)
FY72 FY73 FY7 1! FY72 FY73 FY7^
ACT EST EST ACT EST EST
CONTRACTED MEDICAL CARE : $129,361 $159.003 $173,^7
Inpatient Care 3,062 3,326 3,59^ 101,032 120,005 VJo\kkl
Outpatient Care 13,32*+ 17, 9^ 19,277
Retarded & Handicapped
Contractor's Services & Fees, Drugs, 2,975 3,979 ^,597
Dental and Other Costs 12,030 17,075 19,^00
OTHER N0N-SERVICE CARE : $ 9,659 $10,235 $10,592
Inpatient Care 317 31^ 315 7,631 8,085 BTB^
Outpatient Care 2,028 2,150 2,2^+9
Total Care in
Non-Service Facilities 3,379 3,6^0 3,909 $139,020 $169,238 $189,039
Source : House of Representatives, Committee on Appropriations,




OPERATION AMD MAINTENANCE, AIR FORCE
BUDGET SUBMISSION FY ±¥jk
Total Operation and Maintenance, Air Force $7,118,800
Direct Program 8: Training, Medical, and Other
General Personnel Activities 953 ,225
Force Program VIII:
A. Training and Other General Personnel Activities.
B. Medical. 72 Act 73 Est FY 7k Est
1. Medical Operations $165,315 $165,527 $177,935
2. Medical Care in Non-
Service Facilities 126,202 163,356 209,835
In Thousands Subtotal $291,517 $328,883 $387,770
Force Program VIiI, B., 2.:
Medical Care in Non-Service Facilities
The estimate of $209,835 thousand for medical care in non-service
facilities provides for furnishing medical care to active duty and retired
Air Force military personnel and their authorized dependents in facilities
of the Veterans Administration, Public Health Service, Canal Zone, and in
civilian medical facilities.
Fund requirements are summarized as follows: (in Thousands of dollars)
FY 72 FY 73 FY Ik
Actual Estimate Estimate
Medical Care in Non-Service Facilities (CHAMPUS) $118,78^ $155,5^8 $201,735
Medical Care in Non-Service Facilities (OTHER) 7
,
h±& 7,8o8 8,100
Medical Care in Non-Service Facilities (TOTAL) $126,202 $163, 356 $209,335
Major Funding Change From FY1973 to FY197^ - $+^6,^79:
The increase results from growth in population of retired military
personnel and their dependents who become eligible for Civilian Health And
Medical Program Uniformed Services (CHAMPUS) benefits, and increased use
of the CHAMPUS by all eligible beneficiaries, and the rising costs in
medical care obtained from the civilian community.
Source: House of Representatives, Committee on Appropriations,







SUBCOMMITTEE ON DEFENSE, FY 197^
Mr. Flynt : Your statement (prepared statement on Operation and Maintenance,
Army Budget) indicates that CHAMPUS program for fiscal year 197^ has been
overfunded from $25 to $35 million. We have discussed the funding of the
CHAMPUS program in the committee for many years . Past experience has
always shown that this program is completely underfunded. How is it that
in fiscal year 197^ > the Army has so substantially overfunded the program?
2Colonel Kiely : Sir, our actual experience in fiscal year 1973 has indicated
to us that CHAMPUS costs are continuing to rise. But they are rising at a
slower rate than initially contemplated. The 197^ projection of $172
million is $21 million greater than the 1973 estimated requirement of
$151 million. The increase in CHAMPUS continues but not as fast as we
had previously thought
Mr. Flynt: Was CHAMPUS overfunded or underfunded in fiscal year 1973?
Colonel Kiely: In fiscal year 1973? in tracking our CHAMPUS growth, we first
discovered that CHAMPUS requirements were not beginning to reach the funds
which we had programmed and budgeted for that activity. Some of the CHAMPUS
funds in 1973 were utilized to meet our currency revaluation problem.
Mr. Flynt: Is that what you did with the excess funds?
Colonel Kiely: In the reprogramming, yes.
Mr. Garrity-^: What was the total amount of excess CHAMPUS funds?
Colonel Kiely: It is in the reprogramming table, sir--$23,286,000 in
Program 8. In the reprogramming request for the CHAMPUS funds, sir, for
CHAMPUS itself, $20,325,000.
Mr. Flynt: Can you explain the difference between that amount and the
$23.8 million that you mentioned earlier?
Colonel Kiely: I was adding training funds in that sir.
Mr. Flynt: In other words, the correct amount is $20,325,000?
Colonel Kiely: Yes, sir.
Mr. Flynt: What was the original budget request for CHAMPUS for fiscal year
197^- as compared to the revised amount that you are now asking?
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Colonel Kiely: For CHAMPUS, we had an original program of $206.6 million for
fiscal year 197*K
Mr. Flynt: And you are now reducing it to what?
Colonel Kiely: $171.8 million which is $3^.8 million under the fiscal year
budget estimate.
The following information was furnished for the record.
"The following are the revised Army estimate, "both workload and cost
for CHAMPUS in fiscal year I97U."
Average daily patient load (Thousands
)
Dependents, Active Duty $ 1,710.00
Dependents, Retired and Deceased 1,7^-2.00
Retired Members 568. 00
Cost Per Patient Day
Dependents, Active Duty $ 110. 7^
Dependents, Retired and Deceased $ 63. U8
Retired Members $ 85. 60
Inpatient Care Costs:
Dependents, Active Duty $69,118.00
Dependents, Retired and Deceased ^0,362.00
Retired Members 17,7^7.00
Total Inpatient Costs $127,227.00
Outpatient Care 18,355.00
Drugs 2,956.00




Total Army Costs $171,795.00
xMr. John J. Flynt, Democrat, Georgia.
^Colonel John W. Kiely, U.S. Army, Assistant Director of Army Budget for
Operation & Maintenance, Office of the Comptroller of the Army.
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